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The President’s Address* 


Rosert H. MonTGOMERY 


The year just closed has been on the whole an eventful one. 
We have not yet reached that happy condition where peace and 
prosperity so abound that the course of events leaves nothing to 
be desired. 

The reports of Committees and the Secretary will show in part 
what has been done, but they will not reflect all of their activities. 
Irn the present state of our profession it is almost as easy to 
retrogress as to advance, and many problems have confronted 
the Committees and the Secretary, the wise settlement of which 
cannot, for obvious reasons, be commented upon in their reports. 
Therefore in considering the reports we must not forget to be 
appreciative of the vast amount of work done of which no record 
appears. 

The membership of the Association is still growing, as will be 
noted in the report of the Trustees. The increase, however, is 
far from satisfactory. The demand for the services of account- 
ants has outgrown the supply, and there is every indication that 
this condition will become more acute. Unfortunately, much of 
the demand arises during the first few months of the year, a time 
already congested beyond the limits of most practitioners. In 
my opinion the Federal excise tax did much to intensify this 
congestion, although there is an undoubted inclination on the 
part of most business men to call for a financial statement at the 
close of the calendar year. 

The Secretary and the Committees on Federal Legislation 
have, during the last few years, spent an immense amount of 


* Annual meeting of American Association of Public Accountants, Boston, Sep- 
tember 15-19, 1918. 
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time and effort in persuading legislators that corporations, firms 
and individuals should have the right to report to the taxing 
authorities at the time of the year most convenient to themselves. 
As to corporations it is believed that a gratifying result has been 
achieved. I submit that this campaign in itself demonstrates the 
absolute necessity for a strong and active national organization. 

But, assuming that accountants’ work can be spread more or 
less evenly over the entire year, it is still apparent that our 
present membership is far short of what it should be. A con- 
siderable number of accountants are in practice who are not 
affiliated with the state or national bodies. Many of them are 
doing creditable work, and an effort should be made to add their 
names to the membership of the state societies and thus bring 
them into this Association. 

If the demand for accountants’ services increases to the extent 
predicted by many bankers who are in a position to know whereof 
they speak, it is quite possible that so much of the increase will 
be taken care of by those outside existing societies that our 
prestige will be affected. In any event, I submit for your con- 
sideration the advisability of directing that a survey of the situa- 
tion be made without delay. 

While I am in favor of a liberal policy towards those who are 
now in practice, and who are not members of a state society, I 
feel very strongly that ultimately we must insist on much higher 
qualifications than now exist for membership in this organization. 
Let us secure, if possible, the membership of all of the older men 
who are reasonably well qualified, but, as to the future which we 
hold out for the younger men, I favor the enactment of an amend- 
ment to Section 2 of Article II of the Constitution, whereby the 
practice qualification for Fellow members shall be, as of some 
future dates, five and seven years. 

Too much importance has been placed upon the passing of 
the C. P. A. examinations. The large percentage of failures is 
due not to the unfairness nor difficulty thereof, but to the un- 
preparedness of the applicants. We have made it too easy for 
them in the early stages, and they feel aggrieved when they hear 
that only ten per cent. pass a given examination. 

The profession of accountancy demands long years of prac- 
tical training as well as theoretical preparation. 

The objects of this Association, adopted twenty-six years ago, 
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include an active interest in the standards of the profession 
throughout the country, and I think it is in order for us at this 
meeting to adopt resolutions calling upon the state boards of 
examiners to insist upon what is equivalent to apprenticeship 
for young men, and a gradual increase in the severity of the 
examinations. 

On May Ist, 1913, I sent a circular letter to each member of 
the Association reviewing much of the work accomplished during 
the active part of the year. Therefore, at the present time I 
purposely omit specific reference to many of the important hap- 
penings of the year. Those who are genuinely interested in the 
welfare of the Association will be interested and instructed by 
a perusal of the reports of the Vice-Presidents, dealing with the 
manifold activities of the state societies; with those of the Com- 
mittees on Membership, By-Laws, State Legislation, Federal 
Legislation, Journal of Accountancy, Education, Terminology 
and Credit Information and with that of the Secretary. 

We have never had Committees which have done harder and 
more efficient work, and I ask every member of the Association 
to read their most interesting reports. 

Our Secretary has been faithful and untiring, and he deserves 
all of the credit which he has received from individuals and 
societies throughout the year, and I am sure you will agree with 
me, after hearing his report, that we are to be congratulated 
upon our selection of an Executive Secretary. 

We still lack one very important feature of a well-organized 
body—we are not properly financed. Our regular income is in- 
sufficient for our too modest requirements, and we are dependent 
upon a comparatively small number of individuals to make good 
our deficit. We must face the question squarely. If the work 
of the Association commends itself to you as necessary, and if 
progress is to be made, it is imperative that an adequate and 
creditable plan be adopted at this meeting. 

In the past wc have prospered and become strong through the 
recognition of our shortcomings and an earnest and unselfish 
effort to correct our mistakes and profit by experience. As a 
profession we have much to learn and perhaps much to unlearn, 
but, if we continue in our mutual esteem for each other and our 
undivided love of our chosen profession, we shall attain to greater 
fields of usefulness and honor. 
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By Epwrin F. Gay 
Dean of Harvard Graduate School of Business Administration 


In discussing with professional accountants the subject of uni- 
form accounting systems, it is not necessary to enlarge upon the 
importance of such codperative understandings. This association 
has often considered the topic and knows both the advantages 
which accrue from uniform accounting, not only to the direct 
participants but to wider circles, and the limitations and practical 
difficulties which beset the adoption of such systems. It is a new 
experiment in this direction to which I shall call your attention. 

A uniform accounting system may be imposed from above by 
the authority of the government. The national government 
furnishes a notable example of such action in its requirement that 
railroads engaging in interstate commerce shall conform in their 
accounts to the elaborate system worked out by the interstate 
commerce commission. Or a government, as in the case of the 
relation of the state of Massachusetts to its municipalities, may 
stimulate the adoption of uniform accounting methods by de- 
manding periodical returns of schedules which imply, if they do 
not necessitate, some uniformity of classification in receipts and 
expenditures. The Bureau of Corporations of the national govern- 
ment again has found it necessary in its investigations of in- 
dustrial costs to reduce divergent accounting methods to some 
uniform standard, a work entailing great labor on the part of its 
agents. 

Similarly in the development of the large scale modern business 
enterprise, corporations controlling a number of plants engaged 
in the same industry or service have found it expedient to intro- 
duce uniformity in accounting methods. Corporative authority, 
as well as governmental, recognizes that such uniformity is an 
indispensable prerequisite for intelligent action based upon a 
knowledge of the comparative cost of doing business with a num- 


*An address before the annual convention of the American Association of 
Public Accountants, Boston, September 16, 1913. 
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ber or constituent plants or scattered units. The requirement of 
uniform accounting methods not only ensures that all the units 
shall introduce what is presumably a good system, of itself no 
small advantage especially in the case of the smaller or more 
slackly conducted concerns, but by comparison and analysis it 
makes possible the setting of standards. Knowledge of the facts 
replaces guesswork, and uniform accounting becomes one of the 
master keys to business economy and efficient management. This 
operates not only through the information which directs the 
action of the chief executive in such an organization, but through 
the emulation excited between plants or departments when their 
managers know accurately the costs in similar plants. Such emu- 
lation, it may be added, is in the day of industrial combination 
a useful substitute for competition. 

When the advantages of uniform accounting methods are so 
obvious, it might be expected that they would be adopted volun- 
tarily by groups engaged in the same business, particularly now 
that these groups have so generally organized themselves locally 
and nationally into associations. It is not uncommon in various 
industries to hear complaints of “cut-throat competition” and to 
be assured that these competitors with murderous proclivities are 
not so much unscrupulous as ignorant. They do not know ac- 
curately the cost of the commodity or service which they offer ; in 
other words, they have no proper accounting methods, and there- 
fore, especially under pressure, sell at or below cost. There is 
both popular and legal objection to price agreements, and such 
agreements meet furthermore the practical difficulty of main- 
tenance. Why not at least ensure, by the codperative adoption of 
sound accounting, that competition shall not be ignorant of cost, 
that the competitor shall know, for instance, what “overhead 
burden” means, and agree on how to distribute it? If he insists 
on being a “cut-throat,” let him at any rate sin knowingiy and 
in the pitying sight of all. If codperation to the extent of price- 
setting be impossible or socially inexpedient, there can be no 
objection to the lesser degree of trade codperation involved in an 
agreement for uniform accounting. 

But when government authority or corporative control is lack- 
ing, the adoption of this admirable expedient is not so simple as 
one unversed in the ways of the business world might suppose. 
I have lately made some inquiries concerning voluntary trade 
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cooperation in uniform accounting, but correspondence with the 
associations which I had heard were moving in this direction has 
disclosed the fact that, with a few notable exceptions, the move- 
ment has been neither far nor fast. Apparently a number of 
associations have discussed the subject; some of them have gone 
so far as to have a system of uniform accounting competently 
drawn up for the use of their members; but I have thus far found 
only one example of an association which has made a strenuous 
effort toward wide-spread adoption of such a system and has 
undertaken through a central organization to collect and dis- 
seminate knowledge as to costs and standards based on geo- 
graphical averages of such accounting data. 

This association is the organization of printers known as “The 
United Typothete of America.” Beginning in 1909 under the 
auspices of the Typothete, a series of “cost congresses” were 
held and the enterprise then started has been steadily developed. 
Out of a possible 1,600 members, 800 have now adopted the uni- 
form system approved by the association, while in addition there 
are possibly 300 of the members who are using a system which 
they individually consider satisfactory, though it is not the 
standard. The secretary of the Typothete, Mr. S. Evans Clark, 
believes that the association represents 75% to 80% of the in- 
vested capital in the printing business, and since at least 50% of 
their members are now using the standard uniform cost finding 
system, it is evident that approximately 40% of the total capital 
invested in one of the greatest industries in the United States is 
now operating under a sysem which makes possible reliable com- 
parisons and standards of costs. This percentage would prob- 
ably be increased if we could learn the number of printers outside 
the ranks of the Typothete who are using the same system. The 
secretary says that “quite a number” of these through the country 
have adopted the uniform system; and I am informed that in 
certain districts, notably in the Boston district, a very large per- 
centage of the printers not in the organization of the Typothetze 
are enjoying the advantages of this codperation. 

The chief difficulty which retards the rapid spread of a move- 
ment, destined ultimately, we may trust, to be of great importance 
in modern business organization, seems to be the suspicious 
individualism and the inertia of a large number of business men. 
It is significant that, even among the printers, the smaller busi- 
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nesses, according to the reply of the secretary, “have not been 
reached to any extent,” although “they are the ones who can be 
most benefited by a cost system.” They harbor, we are told, the 
erroneous opinion that they cannot afford its installation. It is 
clear that a comparison with his own accounts of previous years 
is of benefit to the individual manufacturer or dealer, though 
there are too many of the smaller business men whose accounts 
are not kept with sufficient system to make this study very 
illuminating. But even those who grant the utility of such an 
historical survey of their own business are often difficult to con- 
vince that it would pay them to codperate, so that they could 
make a contemporary comparison of their own with similar busi- 
ness concerns in the same line. If they are fairly successful, they 
are satisfied, or they say with profound conviction: “My business 
is different,” and so comparison is useless. If they are not fairly 
successful, the reason for their ill-success is often the same as for 
their refusal to see the light which is shed by uniform accounting. 
) Representing the Bureau of Business Research of the Harvard 
Graduate School of Business Administration, I can speak on this 
subject with a strong belief in the great utility of uniform ac- 
counting and with some experience as to the difficulty of securing 
a wide voluntary adoption. In our study of marketing methods 
we found it essential to investigate fully the selling of various 
commodities, and we commenced with the retailing of shoes. 

Although compared with the sale of other commodities such as 
drugs and textiles, this business is not especially complicated, it 
nevertheless illustrates, in its variety of product and methods of 
distribution, practically all the main channels from maker to user, 
through wholesaler and retailer, through dealer only, and direct 
to user by the manufacturers’ own stores and by mail. For its 
retailing we find all the main types of retailer, the retailer with 
but one store and one commodity—footwear only; the depart- 
ment store in the city and the general store in the country with 
many commodities; the chain store, both manufacturer’s and 
non-manufacturer’s, local and interstate, with a varying number 
of stores handling footwear only. 

The production of shoes has been fairly well standardized. Vari- 
ations in production occur through changes in style rather than 
through changes in process. It is a staple for which as a whole 
there is a fairly even demand. There are fluctuations, but they 
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are caused mainly by style changes, and the problems of produc- 
tion seem to offer no disturbing factors in a study of distribution. 

For these reasons the Bureau began its work upon the market- 
ing of shoes and so far has given attention mainly to their retail 
distribution. The concrete task was to find out the operating costs 
of a large number of shoe stores and shoe departments, to group 
them according to the grade of goods and population of the com- 
munity, and then to compare them. 

In the summer of 1911 agents visited shoe retailers in Ohio and 
Wisconsin and soon learned that practically no two retailers kept 
their accounts in the same way, and that many kept insufficient 
accounts. Some, for example, reckoned profits on the cost, and 
some on the selling price. Some charged salary for their own 
time and rent for their own stores, while others did not. Some 
meant one thing by selling expense and some meant another. 
Allowances for these variations were made by the agents and some 
serviceable figures were obtained, but the need of a common basis 
of comparison was clearly seen. 

In other words, a uniform accounting system was needed by 
the shoe retailers as it had been needed by the railroads and the 
printers. With such a system in use by shoe retailers differences 
in items would reflect differences in conditions rather than dif- 
ferences in accounting. The shoe dealers had no uniform ac- 
counting. This bureau set itself to work in the fall of I911 to 
provide such a system. A joint committee composed of ac- 
countants of national reputation and of shoe men most representa- 
tive in Boston and vicinity was secured. As a result of their 
labors and counsel and the work of the bureau, the Harvard sys- 
tem of accounts for shoe retailers was given to the trade early 
in 1912. 

More agents of the bureau were out in the summer and fall 
of 1912 in the east, on the Pacific coast, and in the central west 
to explain and introduce the system and to secure figures direct 
from the books of shoe dealers. During the present summer of 
1913, a larger number of agents has been sent into the field to 
cover with some care the ten states from which we had had the 
largest number of inquiries after the system. 

Up to the present time, our attention has been confined in the 
main to shoe retailers of a rating of $10,000 and more in places 
of 10,000 population and more. The sending out of circular let- 
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ters has been extended to retailers rating at $5,000 and more, 
and later still to those rating from $3,000 to $5,000, as listed in 
the Shoe and Leather Mercantile Agency general rating book for 
July, 1912, and January, 1913. But places of less than 10,000 
population have not been circularized, although several hundred 
inquiries have come from these smaller towns. It is our hope that 
ultimately we shall be able to codperate with the smaller retailers 
and the small towns; but since this field is expensive to reach, it 
has seemed advisable to undertake first of ail the more promising 
territory. 

Altogether, up to July 31, 1913, covering the two years and one 
month of operation of the bureau of business research, we have 
had 1,619 inquiries. To each inquirer a full set of the system has 
been sent, together with an explanatory form letter ; and there has 
been a systematic “follow-up” of three letters to induce the 
inquirers to adopt the system. 

We have distinguished for purposes of convenience “inquirers,” 
“codperators,” and “adopters.” From codperators we have ob- 
tained information of much value in regard to their methods; 
and in the case of a considerable number of them we have had 
access to their books and figures which, although not kept on our 
standard system, are of value in our investigation. By adopters 
we mean those concerns which have installed our system of ac- 
counting and have furnished us with the confidential returns from 
their books. Preliminary circulars have been sent out to the 
number of 8,100; 1,619 have inquired for the system, and in addi- 
tion there have been several hundred additional inquiries from 
outside the shoe retailers. 

The following figures indicate the result in securing codperators 
and adopters : Of 344 codperating stores, 188 stores have furnished 
schedules only and 156 stores have given both schedules and 
figures from their books. One hundred and thirty-four stores 
have adopted the Harvard system of retail shoe accounting and 
are furnishing schedules and figures. This figure of July 31, 1913, 
has been materially increased by the work of the agents during 
the present summer, but it is impossible to state at the present 
time the exact number.* It is interesting to note that of the total 
of 478 codperators and adopters 405 or 84.7% were secured by 
field agents, and 68 or only 14.2% have been secured by mail. 


*On September 13th, the number of codperators and adopters was 626 with re 
turns from the agents not yet complete. 
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A further point is worth noting as indicating the necessity of 
active persistence in securing data of this sort. Of the total 
number of coéperators furnishing figures, 290, the number who 
have passed a subsequent inventory date since beginning to 
cooperate, that is, from whom we should expect a new return of 
figures, is 166. Of this 166, only 54 have repeated and 32 of 
these repetitions were obtained by agents. Up to the present our 
field agents have been occupied in the main in inducing new con- 
cerns to adopt the system; but it is clear that, to obtain the de- 
sired results, it will be necessary for the agents to visit periodically 
the concerns that have already shown sufficient interest to send us 
their first figures. 

The bureau of business research, utilizing the resources of the 
university—both physical for the location of the central bureau, 
and of personnel, since instructors connected with the staff of the 
business school give their time freely to this work—is enabled to 
conduct such an investigation with a minimum of expense. 
Nevertheless, the cost of this work is a factor not to be over- 
looked. The total expense of the bureau to the end of July 31. 
1913, that is, for two years and one month, has been $6,344.14. 
and the cost therefore per codperator and adopter furnishing 
figures both to agents and by mail is $21.87, or the cost per 
adopter, $47.34. Naturally with the development of this work 
and the increased interest which is being shown in investigation, 
it may be hoped that the cost per unit will show considerable 
decrease; but, nevertheless, the fact remains true that the work 
of investigation, like that of most educational effort, does not 
readily pay its own way. 

The real work of the bureau, however, is to get precise and 
reliable information about business. The introduction of the ac- 
counting system was a necessity incidental to the carrying out of 
this work. The number of adopters, or the cost per adopter, is 
therefore not the fundamental criterion of accomplishment. In- 
formation has been secured that could have been secured in no 
other way, and information worth having. When this is borne in 
mind, from the points of view of the school and of the public, 
the $6,000 or more dollars, it is believed, have been wisely ex- 
pended. 

Preliminary information based upon the returns so far 
gathered has been published in the first bulletin of the bureau ot 
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business research, giving the object and history of the burea» im 
brief, with some data on the cost of retailing shoes. It is expecteu 
that a year hence another much more complete bulletin can ve 
published, with a basis of accounting materials sufficiently broad 
to enable certain standards to be established. Even from the 
limited material already collected, standards are evidently emerg- 
ing; and it is with some confidence, therefore, that we may hope 
to render this service to the industry. 

Since the first edition of our accounting system has now run 
out of print, it has been found advisable to undertake some re- 
vision of the system in the light of the experience which has been 
gained in the field. It may be of interest to state briefly some 
of the points which have created difficulty and to ask for criticism 
and comment. One of the chief obstacles which we have met, as 
far as the system itself is concerned, has been not so much its 
complexity as its appearance of complexity. Therefore in the 
revision, effort will be made to shorten and simplify the explana- 
tory pamphlet and to make the accounting schedule itself more 
self-explanatory. The present accounting form with the sug- 
gested revisions is herewith submitted (see page —), and it will 
be noted that the chief changes suggested are as follows: 

In the first place there is the question of buying expense. We are 
told that, except in very large concerns, it is practically impossible 
to determine buying expense. In smaller concerns much of the 
extra time involved in buying is done at odd moments when the 
proprietor or manager’s time is not otherwise occupied. It in- 
volves not only inspection of samples and ordering, but also the 
examination of stock records and size-up sheets. It is proposed 
to meet the objection which has been made in regard to this 
account by substituting the account, “salary of manager or pro- 
prietor,” and subdividing it into buying, selling and managing, 
asking for an estimated distribution of time between these items. 
This will have the additional advantage of making sure that the 
salary of the proprietor is included, which hitherto we have not 
been always able to secure separately and apart from accounts 
10, 12 and 29. 

A second point which has aroused much discussion has beem 
the question of depreciation; and we have perhaps not made it 
sufficiently clear that we do not insist upon any particular method 
of depreciation, since this is not vital tu our percentages wk ex- 
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pense. We recommend three main kinds of depreciation, and wa 
should like to know what method is uscd Sy our adopters. We 
merely emphasize that depreciation is necessary to the proper 
conduct of the business and that a statement regarding it shouic 
be made. 

Another item is that concerning interest. Under our system, 
interest is deducted from net nominal profit under items 43, and 
44, that is, it is not carried as an expense. It has been questioned 
whether or not interest should not be treated like rent and carried 
as an expense. If this were done, we should make sure that 
interest is charged, and it would also be clear that this item is a 
legitimate charge on business, whether as an expense or a deduc- 
tion from net profit. 

Minor points which are subject to change are the items cover- 
ing returns and allowances (2 and 3) and freight and cartage. 
It is argued that returns and allowances are hardly worth keeping, 
since our 100% calculation begins at the net sale; and this is the 
item which we almost invariably secure because returns and 
allowances have already been deducted from the cash of the day 
in which the return is made; or if it be a charge account, the 
item of returns and allowances disappears in the customer’s 
balance. In regard to freight and cartage, it is urged that freight 
and cartage is an expense and should no longer be deducted from 
the merchandise statement, on the ground that so long as freight 
and cartage is paid out of the store’s til!, it is logically an ex- 
pense. As a practical matter, however, we have found it neces- 
sary to carry in our office two kinds of operating expense: one 
without the freight and cartage according to our system, and one 
with it, in order to meet the differences which we find in the 
methods of accounting among our codperators. 

It is furthermore suggested that the management expenses and 
fixed charges should be subdivided into two headings. 

None of these changes already suggested affects the system 
vitally, but is simply in the direction of facilitating its introduction. 

This work of collecting and disseminating information, now 
well established through codperation between the dealers and the 
bureau, is primarily undertaken by an educational institution for 
its essential service in the study and teaching of the science of 
business. It is clear, however, that a wide adoption of the uni- 
form accounting system will be of benefit to the codperating 
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dealer, since not only is he enabled to obtain by this means 
standards of comparison, but he is also able to obtain benens 
which are likely to arise from continued close relationship with 
the bureau. Not only to the educator and to the shoe dealer are 
these results directly of importance ; they will also serve the banker 
and the manufacturer in the intelligent extension of credit, thus 
indirectly benefiting the well-managed concerns in the business, 
and will further make possible the drawing of valid conclusions 
of great practical and theoretical importance in regard to the 
whole problem of market distribution of commodities. 

The study of shoe retailing we hope will be followed by the 
study of a few other well selected and important commodities, and 
the investigation must include not only the cost of retailing but 
the cost of distribution on the part of the manufacturer and 
wholesaler. “The high cost of living” has attracted increased 
attention in recent years and has produced much speculation as to 
its causes. One important factor to be investigated in this problem 
is undoubtedly the cost of market distribution; but if economies 
are to be effected in this direction and if the public is to recognize 
the social and economic justification of the middleman in business, 
only a scientific inquiry such as this that Harvard has undertaken 
can make possible that knowledge of the facts which must precede 
any true remedy. 
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PROFIT AND LOSS STATEMENT FOR 


A. MERCHANDISE STATEMENT: 


II. Cost of goods sold— 
(4) Inventory at beginning of period.. ...... 


(5) Purchases at billed prices......... ..... ‘ 
(6) Freight and cartage on purchases.. ..... a 
Cost of stock handled........... 
(7) Goods on hand at end of period at 


Less: (7) Discounts on inven- 


(7) Present inventory.... 
Net cost of goods 


Nominal profit on 
merchandise .... 


III. (9) Discounts taken on purchases 
(really deductions from cost). ieeeue 


Gross profit on merchandise. 


B. Expense STATEMENT: 
L ~~ expenses— 


(10) Salaries and wages of buying 
(11) Other buying expenses........ ...... 
Total eeeeee 


II. Selling expenses— 
(12) Salaries and wages of sales 
(14) Advertising: (15) Newspapers. 

(16) Circulars .. 

(17) Other, in- 
cluding dis- 
ee 

(18) Miscellaneous selling expenses. ..... . 


eense 


(8) Depreciation and 
| 
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III. Delivery expenses— 
(19) —— and wages of delivery 


(20) Other «0006: 00000 
IV. Management expenses and fixed charges—...... 
co an cece 
(25) Repairs and renewals of equip- 
Depreciation of equipment..... .. 
27) Insurance on stock and equip- 
(28) Taxes and licenses............ 
(29) Management and office salaries. ...... 
(30) Office supplies and expenses... ... eee 
(31) Miscellaneous management ex- 
V. (32) Losses from bad debts........ 


Total operating expenses 
Net profit from operation 


C. Orner Business Prorits (or Losses) : 


I. (33) Repairing: (34) Receipts......... ssesee 
(35) Labor .......... 


Profit (or loss) 
on repairing... 


II. (37) Hosiery: (38) Sales............ 
(39) Purchases ...... .. coos 


(233 Expenses ....... 


Profit (or an. 
on hosiery. . 


III, (41) Extraordinary profits or losses ay 
connected with operation).... 


{ Total other business profits 
Net nominal profit of the 


D. Ner Nominat Prorir Appiiep To: 

I. £42) Interest on borrowed money...... 

II. (43) Interest on capital or (44) ae 
dends on capital stock........ 


III. (45) Final net profit, or surplus. . ae 
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The Development of Systems of Control 
By F. R. Carnecie STEeExe, C.P.A., F.C.A. 


All modern progress tends towards an intensification of pro- 
duction. Under such conditions money is made more quickly, 
but also is lost more quickly. Not only competition, but the 
higher pressure of operation emphatically demand prompt and 
accurate knowledge, on the part of an owner or executive, of a 
great many things that might be safely guessed at a few years 
ago. In the past, the application of wonderful mechanical de- 
vices and the constant desire for increased output have led to the 
organization of enormous industries in order to minimize the effect 
of competition and develop the principle of “mass production” 
or increased tonnage, but such great industries will not be able 
to pursue that policy indefinitely, and efficiency in the future must 
take into consideration not only the expansion of production, but 
also the elimination of waste in production, so that administrative 
energy may be constantly directed towards the study and interpre- 
tation of operating conditions, and the conservation of materials, 
forces and men. 

This thought was emphasized by President Woodrow Wilson, 
who, in his inaugural address, said, “We have studied, as perhaps 
no other nation has, the most effective means of production, but 
we have not studied cost or economy.” Again, the New York 
Times recently stated in relation to tariff changes, “If the new 
tariff rates are enacted, the manufacturers of the country must 
have resort, not to the artificial protection of the tariff, but to the 
natural protection of their own abilities as managers, and of the 
skill and industry of their workmen, both alike contributing to a 
higher efficiency and lower cost of production. This means that 
factory methods must be re-examined to the end that waste of 
effort and materials may be cut off, that the best modern methods 
may be applied.” 

While the modern tendency towards intensified production has 
led to vast industrial expansion and to the creation of costly and 
complex manufacturing plants, it has also brought into existence 
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correspondingly complex problems of management, so that the 
increased investment and the increased cost of maintenance call 
for constant productive activity and for the utmost economy in 
production, in order to realize an adequate profit or even to escape 
a heavy loss. Intelligent economy, however, is dependent upon 
accurate accounting for development and guidance, because the 
basis of efficiency is knowledge, and in commercial matters, par- 
ticularly in the affairs of the factory, this means a close watch 
upon detail, and at no time has this care in supervision been more 
essential to success than at present. Moreover, under modern 
industrial conditions, the specialization of workmanship, the divi- 
sion of duties, the limiting of subordinate responsibilities—each 
restricted within narrow limits by sharply defined regulations— 
have undoubtedly reduced the variety of operations of the indi- 
vidual workman, but they have vastly increased the responsibili- 
ties of the executive, consequently it has become impossible for 
an executive personally to supervise the acts of each employee, 
and there is being established a new relation in executive responsi- 
bility, and a pressing need for counsel in determining the true 
effect upon operating results of every economic factor and of 
every business policy. 

As a result of this new condition, a corresponding development 
is taking place in the science of accounting. Like other specialized 
branches of knowledge, it is continually improving and becoming 
more efficient, and the fact is being recognized that the simpler 
accounts of earlier days are quite inadequate in modern industry. 
Costs, which are incurred on a much larger scale for the purposes 
of larger production, are also incurred in less simple ways, so that 
analytical methods of accounting have become essential to any 
continuous, effective grasp of the workings of modern business. 
The old accounting is, of course, incorporated in the new. The 
cash book and the profit and loss account and the balance sheet 
are substantially what they always were, but the new accounting 
intervenes between the original expenditures in the former and 
the final results in the latter, to distinguish between profits and 
losses, and to trace wastes and to compare efficiencies. This 
principle of analytical operating accounts is applicable to all pro- 
ductive operations: equally to all factory operations, to mining 
and smelting, to agricultural operations and wherever human 
labor produces materials from the earth or converts them from 
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one form into another. The new accounting, therefore, is deeply 
concerned in the investigation of the auxiliary expenses of manu- 
facture which will lead to the determination of proper standards 
for them, and it takes cognizance of the manner in which, in 
practice, there have been variations from such standards and of 
the changes in conditions governing them. Modern industrial 
organization, in fact, requires that there shall be a very close rela- 
tionship between the accounting department and the factory, in 
order that there may be exercised an immediate influence in the 
direction of the elimination of waste, for where there is constant 
pressure to perfect the accounting there is of necessity constant 
pressure for good organization and a consequent economy in pro- 
duction. Through the use of highly systematized records, modern 
accounting methods have become, in short, instruments of pre- 
cision, to an extent unguessed by those who have not followed 
their recent developments, which all constitute logical steps in a 
system of analysis and organization tending towards a high de- 
gree of industrial economy. Without doubt, it is the invention 
of machinery that has made necessary this evolution of system, 
but the latter is not an imitation or repetition of the former ; it is 
a supplementary and completing development, for system neither 
manufactures nor sells, nor keeps those two activities in adjust- 
ment with each other, yet it facilitates all of those things. A sys- 
tem, of course, should be a unity, and no statistics should ever be 
accepted on which action is desired to be taken that are not inter- 
locked with and vouched for by balancing with the financial books. 

Systems of operating accounts and records should be formu- 
lated with a single guiding principle—that they must furnish 
means of control. The means of executive control must be 
knowledge of the workings of the business of which one is the 
executive head. This implies a current and a classified and more 
or less detailed knowledge of the results of the work of 
the whole body of subordinate officials, and it implies a 
current knowledge of the effectiveness of the final work of 
the executive himself, namely, the direction of all the activities 
of the business to the desired profit-making ends. There is no 
more important subject to be considered than the question how 
far executives commonly possess such knowledge and the ways 
in which it may be systematized and perfected. Four qualities 
in it will largely determine its value: 


282 


The Development of Systems of Control 


Ist, Its fulness. 

2nd, Its promptness. 

3d, Its form. 

4th, Its known reliability. 


Other things being equal, the value of knowledge must depend 
on its fulness, and it is equally important that it shall be knowl- 
edge of the immediate present and not of a time which is past. 
Upon the form in which such knowledge is communicated depends 
the possibility or facility of grasping its significance, and the use 
that one dares to make of it depends upon the assurance one feels 
as to its accuracy. 

The ordinary profit and loss account usually sums up the re- 
sults of a multitude of operations during a comparatively long 
period. In some respects it has the characteristics, and in some 
respects it has exactly the opposite of the characteristics of the 
information which should be the means of executive control. It 
expresses the results of a group of transactions in a single figure, 
it contains within itself the verification which is the result only 
of double-entry bookkeeping, and it is ordinarily and substantially 
of accepted reliability. On the other hand, it groups the results 
of very various operations in such a way that it may include the 
good, the bad and the indifferent, and there is nothing to show 
the distinction between them. And further, it states results after 
masses of transactions have been brought to their conclusions, 
and the conclusions are beyond further influence or change. The 
executive must have the means of distinguishing promptly be- 
tween the good and the bad, and must do it while the operations 
are in the stages where they can still be guided to the conclusions 
which are desired. 

It is clear that the annual profit and loss account shows the 
sum of all the profits that have been made, less the sum of all the 
losses that have been made, and if these can be separated, then 
the distinction between the good and bad is beginning to be made. 
Now the separation of profits from losses is capable of being made 
in two distinct ways, each of which has great usefulness. As the 
cost of each contract, or of each article sold, is determined, every 
billing to a customer has an ascertained profit or loss. Gains 
and losses, however, do not consist alone of margins between sell- 
ing prices and essential (1. ¢., proper and necessary) costs. There 
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are gains and losses which it is possible to charge (and which 
from a certain point of view may be accurately so charged) to 
specific units of product, which are yet more properly and much 
more advantageously separated and grouped under headings sig- 
nificant of their causes. Undue shrinkages in materials ; defectives 
above normal percentages, according to the character of the 
articles and the liability to defects in manufacture; expenses 
which are directly traceable to mistakes in the department re- 
sponsible for design, or the department responsible for the supply 
of materials, or the department responsible for the manufacturing ; 
all these are hidden if they are included in the cost of the articles 
manufactured, and are disclosed for criticism and investigation 
if they are charged to accounts which, by their titles, clearly in- 
dicate of what nature the losses are. 

All of these things relate to a subject which calls for the highest 
qualities of administrative and accounting skill, viz., the elimina- 
tion of waste in production. In the conduct of most industrial 
enterprises there is, as yet, no adequate recognition of the possi- 
bilities of savings in modern manufacturing processes, and of the 
means to be utilized in the detection and prevention of waste, 
through the investigation of the auxiliary expenses of manu- 
facture. Without doubt the vital purpose of all operating accounts 
is the elimination of waste in the employment of the resources of 
production, and the essential character of such accounts, therefore, 
is exhaustive analysis, that is, an analysis of expenditures as well 
as an analysis of the conditions under which expenditures have 
been incurred and results have been obtained. This end can only 
be accomplished by the full development and codrdination of the 
energies and abilities of many classes of workers and cannot be 
accomplished if the accountant unduly restricts his survey and 
limits his purpose. Moreover, if accurate classifications are to be 
made, the accountant must have more than a superficial knowl- 
edge of the things classified, and if the object of operating ac- 
counts is to disclose waste in order that waste may be eliminated, 
then the accounting must not terminate abruptly on the surface 
of operations or at the outward aspects of any department, but 
must furnish a current revelation and interpretation of actual 
operating conditions. 

Merely determining the costs of products may be accomplished, 
even where there is no thorough knowledge how far scientific 
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standards of economy are departed from, or what possibilities of 
savings unfold themselves and pass unheeded for lack of trained 
observation. To arrive at the separate cost of each product is, 
however, only one step. Wherever this, and this only, is accom- 
plished, the fact that the cost of the same thing varies from time 
to time, of course, will be disclosed. It may vary only a little, 
or the variations may be very wide, and some causes of these 
variations will be discoverable from such limited but true cost 
accounts and some will not. If, for instance, a shoe manufacturer 
should purchase upper leathers and sole leathers and cut them up 
and make them into a certain kind of shoes, and, when the opera- 
tion had been completed, learned only that the shoes had cost so 
much per pair, such information would leave much to be desired. 
No light would be thrown on the value secured in purchasing the 
leathers, or on the efficiency of the cutting operations, and it would 
be doubtful whether repeating the operation would again give the 
same cost or a different one. Obviously, the records for the sort- 
ing and cutting of such leathers ought to show the gains and 
losses which are highly significant of the values secured in pur- 
chasing and in cutting. Not only in the shoe industry, but also 
in many others there is no difficulty in separating these gains and 
losses that are caused by materials varying from standard quali- 
ties, and the accounting system should always be governed by 
the necessity to state figures which are significant of causes and 
effects if it is to be serviceable for purposes of control. And there 
are many manufacturing wastes which can only be detected and 
prevented by still greater refinements of analytical investigation. 
Wherever a factory is using raw materials which depend, as to 
facility of working, or as to the quantity or quality of the product 
obtainable from them, upon chemical characteristics, there is 
presumptive need for a systematic laboratory control. The chem- 
ical analysis of such materials, together with whatever physical 
tests may be proper and necessary, should establish all variations 
from a standard quality, or from the quality which corresponds 
to the particular price paid, and the accounting plans should 
provide means for determining the value of these variations and 
for stating them as separate gains or losses. This, at the out- 
set, establishes the principle that causes affecting costs are not 
to be confused with each other, but each dealt with separately 
and its effect intelligibly stated. As a simple illustration of the 
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development of this analytical principle, it may be mentioned that 
a certain corporation in Massachusetts, whose annual expenditure 
for the item of fuel alone exceeded $250,000.00, recently inaugu- 
rated a system of chemical analyses and boiler tests of fuel in 
order to ascertain exactly the relative efficiency of various grades 
of coal used and the number of their heat units per dollar of cost, 
with the result that a saving of more than twenty-five per cent. 
was effected, while the same corporation also found it highly ad- 
vantageous to adopt similar methods in regard to its purchases 
of cylinder and engine oils. 

For purposes of administrative control in the conduct of all 
productive operations, the study of the causes of shrinkage, or 
loss, or waste of materials in the processes of their conversion 
from the raw state to the finished products is of the highest im- 
portance. Such losses, of course, may be entirely physical and 
visible and separated, as are all kinds of cutting losses, and they 
are then subject to one or another kind of physical measurement. 
They may be minimized through improvements in design of 
product, through care in avoiding spoiled units of production, 
through efficiency in the purchase, care and issue of materiais, 
and through seeing that materials are not allowed to become 
obsolete, but their occurrence and their incidence should always 
be clearly defined in the system of accounts. On the other hand, 
they may be either physical or chemical and not visible, as in the 
case of materials which may be washed away in solution or not 
in solution, an example of which occurs in the paper-making in- 
dustry. Consequently, all manufacturing wastes, except those 
which are visible and to which physical measurements can be 
applied, call for laboratory investigation if they are to be analyzed 
and assigned to their various causes. Accounting can, generally 
speaking, determine the quantities of such wastes and show their 
rise and fall, indicating general efficiencies and showing net re- 
sults, but it is through the work of the chemist in conjunction 
with process accounts that certain causes and their operation can 
be traced and connected with money values and with their ultimate 
effect upon profits. Prior to the advent of the chemist in iron 
foundries, little definite information existed as to the cause of the 
foundryman’s troubles from bad castings. Pig iron was bought 
on fracture, and, to correct “hard” castings, cracks, shrink holes, 
etc., rule-of-thumb methods in changing the mixture were fol- 
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lowed, with varying degrees of success. A short while ago, a 
New England foundry had an epidemic of cracks in its product, 
which only became apparent after machining, when it was too late 
to check the heavy loss that resulted from defectives. The usual 
resort to changes in the cupola charge was had, without avail, and 
then a chemist was consulted. Samples of all the pig iron and 
coke were analyzed, and, to the surprise of the foundry foreman, 
much of the iron was found to contain sulphur and phosphorus 
in excessive amounts, while a dearth of silicon appeared in other 
lots. With the analysis at hand, however, it was an easy matter 
to calculate a cupola charge that produced satisfactory castings 
while using up the poor iron. Subsequently, purchases of pig 
were made on analysis, all shipments were sampled and analyzed, 
and the raw material being known, it became a routine matter to 
control the cupola output. 

In the conduct of business there are two things the value of 
which is perfectly established and is not questionable. One is the 
judgment developed in the course of the long experience of the 
practical man, and another is the systematic comparison of the 
figures of a business from period to period. Therefore, in any 
industry involving chemical processes, if the chemical facts are 
definitely related to the varying financial results, the observation 
and memory of the practical man are developed into exact and 
inclusive and recorded knowledge, and most valuable comparisons, 
which deal not only with results, but with the causes that lead up 
to them, then become available. 

In developing the principles of administrative control, con- 
sideration must be given also to another kind of waste or loss 
which is by no means customarily separated in the operating ac- 
counts, but which usually can be separated, and with advan- 
tages that are not yet fully recognized, namely, the cost of factory 
capacity not operated. Losses from under-operation of factory 
capacity are just as much actual losses, and have just as sure an 
effect on the profit and loss account as losses from waste of ma- 
terials, for instance, or from bad debts, and to guard against 
waste of factory capacity is as important as to guard against 
waste of materials. 

The statistical study of what is actually taking place in industry, 
and the observations of practical men, themselves actively en- 
gaged in manufacturing, coincide as to the diminishing importance 
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of labor as a factor in cost. On the other hand, as the importance 
of machinery and equipment as a factor in cost increases, it be- 
comes much more essential than it formerly was to ascertain 
all the facts regarding the current use of such equipment, to the 
end that when from any cause machinery is not wholly and fully 
employed, the cost of such wasted factory capacity may not cre- 
ate wholly arbitrary variations in the cost of individual operations. 
When, however, these fluctuations are eliminated, costs are on 
the same basis whether the plant is busy or idle, and the executive 
knows at how low a price he can afford to accept an order so as 
not to lose on it, while the separation of the loss due to idle 
capacity into a separate item in his accounts enables him to see 
also the exact measure of his need for more business and to shape 
his quotations accordingly, after giving due consideration to what- 
ever may be involved in the alternative sacrifices of lower selling 
prices or partial idleness. 

And, wherever volume of business presses upon the capacity 
of a plant, its full utilization becomes as much a matter of imme- 
diate income and expenditure as the expense of materials or labor 
—of income, because that depends on maximum output, and of 
expenditure because the cost of adding to plant depends upon the 
adjustment of such additions to actual needs. When sales rise 
or fall, manufacturers naturally expect a rise or fall in profits, 
but it is a matter of experience that they are often surprised, and 
sometimes incredulous, at the extent of the effect that has been 
produced in the one direction or the other, though it is plain that 
the manufacturer is always paying a part of the cost of every unit 
of a maximum product, and, when he sells less than the maximum, 
he is paying for something which does not become available to 
sell again. Nevertheless, attempts to fix sale prices on the basis 
of shop need have hitherto been largely nullified by the use of 
varying percentages in distributing so-called “burden,” because 
in all percentage systems the cost of factory capacity not operated 
has been obscured in, and charged along with, utilized capacity, as 
an increased total incidence of expenditure. When the “costs” 
on such a basis are highest, the need of the shop for more business 
is greatest, but if prices are raised because costs are higher, 
business is lost, as the customer cannot be made to pay for bad 
business conditions in the factory. The full operation of a fac- 
tory depends upon engineering, and mechanical and commercial 
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efficiency. If the cost of falling short of full operation is con- 
stantly and clearly stated, the units of idle capacity being identi- 
fied and the causes traceable, a very different result is apt to 
follow from that which may be expected where merely vague 
ideas exist or, indeed, where any condition is expressed in terms 
less forcible than those of dollars and cents. 

In briefly reviewing the subject of systems of control, and in 
considering the question how far executives commonly possess 
current knowledge of the direction of all the activities of their 
business to the desired profit-making ends, and how such 
knowledge may be systematized and perfected, it becomes evident 
that with modern accounting the annual profit and loss account 
can be split into its significant factors, and these can be expressed 
almost day by day for the information of the executive in such 
form that no vital aspect of the things which are transpiring shall 
escape him, and yet without overburdening the administrative 
head of even a very large business. There is, of course, much 
current information which should also be furnished to the manu- 
facturing executive, but which is not disclosed by any division 
or analysis of the profit and loss account, because the items of it 
do not primarily relate to any factors of the latter. Such are the 
capital expenditure or investment in plant, and the rise and fall 
of the volume and consequent value of storehouse materials, and 
of work in progress, and of finished goods on hand. Then 
there is all the statistical information concerning sales. And 
finally there are the things which do not immediately affect 
either profit and loss or capital accounts, but which are of 
great importance because of their effect upon prospective 
business, and of this nature is the matter of delay in ship- 
ping goods, or in bringing contracts to completion. But, 
unquestionably, the executive requires and should have the 
means of knowing currently, and as fully and promptly as pos- 
sible, where profits are made and where losses are made; the 
points in the operations, the times and circumstances of undue 
shrinkage, or waste, or breakage; the development of qualities in 
design or material, or labor, or organization, by which an increase 
or decrease in the quantity or quality of the product is caused; 
the times and circumstances and the cost of unused factory ca- 
pacity ; the measure of the accuracy of the work of estimating, as 
disclosed by comparison of estimates and subsequent costs; and 
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so on, according to the vital aspects and the turning-point of gains 
and losses in the processes and ramifications of the industry dealt 
with. For administrative purposes, the measure of advantage to 
be secured in all of these things must depend upon the foresight 
which makes it possible to deal with them with deliberation and 
not in the hurry of emergencies, and this foresight is impossible, 
except through the means of exact records, developed under a 
proper system of control. 


The Mission of the Public Accountant 
“By Francis B. Sears 


Vice-Feresident National Shawmut Bank, Boston. 


The necessity for the work of the public accountant has arisen 
from the great expansion of business in recent years. It may be 
interesting as well as profitable, therefore, to review briefly the 
growth of our commercial and industrial enterprises from small 
beginnings. More than thirty years ago, Robert C. Winthrop, 
himself holding high rank among the orators of his own day, re- 
ferred to a well-known passage from the speech of Edmund Burke 
in the House of Commons on Conciliation with America. “After 
the lapse of more than one hundred years,” said Mr. Winthrop, 
“these words still stir the blood like a trumpet.” No other words 
can so well describe the early stages of American enterprise. 


“As to the wealth which the colonies have drawn trom 
the sea by their fisheries, you had all that matter fully opened 
at your bar. You surely thought those acquisitions of value, 
for they seemed even to excite your envy, and yet the spirit 
by which that enterprising employment has been exercised 
ought rather, in my opinion, to have raised your esteem and 
admiration. And pray, sir, what in the world is equal to 
it? Pass by the other parts and look at the manner in which 
the people of New England have of late carried on the whale 
fishery. Whilst we follow them among the tumbling moun- 
tains of ice, and behold them penetrating into the deepest 
frozen recesses of Hudson Bay and Davis Straits, whilst we 
are looking for them beneath the arctic circle, we hear that 
they have pierced into the opposite region of polar cold, 
that they are at the antipodes and engaged under the frozen 
serpent of the South. Falkland Island, which seemed too 
remote and romantic an object for the grasp of national 
ambition, is but a stage and resting-place in the progress of 
their victorious industry. Nor is the equatorial heat more 
discouraging to them than the accumulated winter of both 
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the poles. We know that while some of them draw the line 
and strike the harpoon on the coast of Africa, others run 
the longitude and pursue their gigantic game along the 
coast of Brazil. No sea but what is vexed by their fisheries, 
no climate that is not witness to their toils. Neither the 
perseverance of Holland, nor the activity of France, nor the 
dexterous and firm sagacity of English enterprise ever car- 
ried this most perilous mode of hardy industry to the extent 
to which it has been pushed by this recent people—a people 
who are still, as it were, in the gristle, and not yet hardened 
into the bone of manhood. When I contemplate these 
things, when I know that the colonies in general owe little 
or nothing to any care of ours, and that they are not 
squeezed into this happy form by the constraints of a watch- 
ful, suspicious government, but that through a wise and 
salutary neglect a generous nature has been suffered to take 
her own way to perfection, when I reflect upon these effects, 
when I see how profitable it has been to us, I feel all the 
pride of power sink and all presumption in the wisdom of 
human contrivance melt and die away within me. My rigor 
relents. I pardon something to the spirit of liberty.” 


If Edmund Burke, Charles James Fox and other friends of 
America had prevailed, and the wise and far-sighted colonial 
policy of Lord Chatham had been continued, we might now be 
loyal subjects of King George V. What stage of development 
we should have reached under a colonial government it is not our 
purpose to inquire. Our commercial and industrial progress in 
the first half of the nineteenth century makes that period a most 
interesting part of our history as a nation. 

The merchants of that day sent out their ships to be gone a year 
or two years, to the northwest coast, to China, to India or Russia, 
and to encounter dangers, not only from the seas, but from 
British cruisers, French privateers and Malay pirates. Let us 
recall a few names. William Sturgis was a Barnstable boy, and, 
like many other Cape Cod boys, went to sea. At nineteen years 
of age he was the first mate of a merchant ship on its outward 
voyage. When a few days from port the captain died, and the 
boy of nineteen took command of the ship and carried out the 
voyage to a successful and profitable termination. A few years 
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1a.er, as captain of a ship, with another Barnstable boy, Daniel 
C. Bacon, for his first mate, while lying off the mouth of the 
Canton River waiting for a pilot, he was attacked by twenty-six 
pirate craft, but they were beaten off, and he reached port in 
safety. Later he was a member of the firm of Bryant & Sturgis, 
one of the most successful mercantile firms and shipowners. 

John P. Cushing, a Boston boy, when sixteen years of age, was 
in China on a visit to his uncle, who was the resident partner of 
the firm of Perkins & Company. The uncle died suddenly, and 
as the day of telegraph and steam transportation had not yet come, 
some time necessarily elapsed before the news could be conveyed 
to the home office and another representative sent out. The boy 
of sixteen, however, took charge of the firm’s interests, and man- 
aged them successfully in the interval. Perhaps the last of those 
great merchants was John M. Forbes, whose figure was once 
familiar to some of us as he walked the streets of this city carry- 
ing easily the burden of more than eighty years. During the 
Civil War he was the counselor of Governor Andrew and Presi- 
dent Lincoln and the Secretary of the Navy, but although the 
foremost citizen of Massachusetts, he continued in private life 
and never was a candidate for office. I have selected these few 
names from our local history, but other cities—New York, Phila- 
delphia, Baltimore and inland cities such as St. Louis—also have 
their rolls of names not less distinguished for commercial enter- 
prise, integrity and public spirit. 

These great merchants found no more need for the services of 
public accountants than did the hardy fishermen described by 
Burke. Their enterprises, while large, were comparatively few 
in number and did not call for an elaborate system of book- 
keeping. A certain business man of this city was said to carry 
the details of his business in his head, and, when the account of 
his bookkeeper did not agree with his own recollection, he de- 
clared the bookkeeper was wrong. An eminent lawyer of this. 
city, also of an earlier day, had little respect for accounts and 
accountants, and once, when a client came in with an indignant 
inquiry why a bill which he had paid was sent to him a second 
time, the lawyer complacently explained that their accounts were 
kept by double entry. The banks of a hundred years ago dealt 
with comparatively few persons, and loaned their money on pub- 
lic securities, or on paper bearing the names of two or more 
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respone:bie persons or firms. The operations of most merchants 
were well known to others, as well as their manner of living, and 
their probable worth was estimated closely. 

The little book in my hand was published in 1846, and is entitled: 


OUR FIRST MEN 
A 
CALENDAR 
OF 
WEALTH, FASHION AND GENTILITY 


It contains a list of those persons in Boston credibly reported to 
be worth $100,000 or more. Probably these estimates are more 
accurate than the estimates of the mercantile agencies of today, 
also more interesting because of occasional personal comments, 
a few of which are sufficiently interesting to be quoted here. 

Of one gentleman it is said that his firm are “Religious book- 
sellers. In times past, the only profitable bookselling in New 
England, and still a very extensive business.” Today the latest 
novel probably has as wide circulation in New England as a 
volume of sermons. 

Of another it is said, “He has a great taste for music, is Presi- 
dent of the Boston Academy, and the Boston public is greatly 
indebted to him for the chance enjoyed of late years to hear some- 
thing of music besides psalm tunes.” This, however, was not the 
well-known gentleman to whom we are indebted for the Symphony 
Orchestra. 

Of another gentleman it is said that his parents had a great 
desire to give him a college education, “but Henry was hard to 
learn, and Parson W—— said it was of no use to try to send 
him to college—better make a blacksmith of him.” Nevertheless, 
the young man won a degree from Harvard University, and had 
a successful career in business. 

Of another man we learn that he “was educated a doctor, but 
born a speculator. After many ups and downs he has come out 
rich at last.” 

Information regarding a young lawyer who inherited a fortune 
is to the following effect: “Left to himself, if his money does not 
make him lazy, luxurious and good for nothing, as it has so many 
other promising young men—he will be apt to devote his atten- 
tion to poetry and fine arts, for which he has a decided aptitude.” 
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It is pleasant to know that later the artistic career of this gentle- 
man was brilliantly successful. 

One more quotation is worth giving, as it is perhaps the best. 
“We had almost forgotten to mention that Colonel —— most 
gallantly serves his country in the dusty field as commander of 
the Cadets, braving all extremities of frost and rain, that the 
Governor and the General Court may be safely escorted, on their 
perilous march from the State House to the Old South, to hear 
the annual election sermon. The Cadets consist mainly of young 
sprigs of nobility, and the patriotic and high-souled endurance 
by them and their commander, of all extremities of wind and 
weather in this arduous service, never can be enough commended.” 

We may pause here to suggest that the books of the mercantile 
agencies would perhaps take their place among popular litera- 
ture if they would include these little personal details. Perhaps 
some enterprising young man will undertake to consolidate a 
mercantile agency with some society paper, like Town Topics (if 
such consolidation should not be found contrary to the provisions 
of the Sherman Act), and publish a work not only of much use- 
fulness, but of absorbing interest. 

Fifty years ago the Civil War was in progress, checking for a 
time the growth of the nation. As a malignant parasite can be 
removed from the human system only by a surgeon’s skill, so, 
perhaps, the rough surgery of war was necessary to remove 
slavery from our social system. The cost was appalling, as we 
contemplate it even at this distance of time. Thousands of millions 
of dollars were spent during the war, and thousands of millions 
more have been spent since in pensions and other war expenses. 
The consequent taxation has been and will continue to be a heavy 
burden upon the industries of the country. Yet a still greater 
loss was the hundreds of thousands of lives, in many cases the 
best lives of their various communities, in the vigor of young 
manhood. The extent of this loss cannot be stated in figures. 
Still further evils followed, as always in the train of war. Large 
issues of irredeemable paper money and enormous expenditures 
of borrowed money led inevitably to speculation, extravagance 
and recklessness in incurring debt by states and municipalities, 
as well as by individuals and corporations. Unfortunately our 
national habits and characters appear to have undergone a perma- 
nent change, and thrift, simplicity and rugged integrity are fre- 
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quently referred to in a sneering, or, at least, in a patronizing 
tone, as old-fashioned virtues. The evil effect of Government 
paper money (which in fact is not money) has found expression 
in the bill for currency and banking reform now before Congress. 

In the fifty years succeeding the war enormous progress in 
material development and increase of population has taken place. 
The population of the country has grown from thirty-two millions 
to nearly one hundred millions. Wonderful inventions for the 
use of electricity in business and in domestic affairs have been 
made, and greater things are to come. The mineral and agri- 
cultural resources of the country have been developed so as to 
produce vast wealth. The country has been covered with rail- 
roads, and great economies in the cost of transportation of pas- 
sengers and merchandise have been effected. Competition has 
tended to concentrate a number of business activities under one 
management, and in such an aggregation it is impossible for one 
mind to grasp all the details. In the place of many small stores 
we see large department stores. In some cities we find mail- 
order houses selling from catalogues through the mails all articles 
from a cake of soap, or a case of needles, to a house or a piano. 
The banks have not led in this expansion but have followed, 
adapting their facilities, so far as possible, to the large demands 
upon them under changed conditions. Credit is granted by 
merchants and banks to houses in all parts of the country. The 
notes of Boston houses are sold in the cities of the West, and the 
notes of Southern and Western houses are sold here and in New 
York. Notes given in payment for merchandise are almost un- 
known, as every house in good credit borrows money from banks 
directly or through note-brokers, and pays its merchandise bills 
promptly to avail of the cash discounts. It has become necessary, 
therefore, for banks and merchants, in order to grant commercial 
credit safely, to have intimate knowledge of the affairs of firms 
and corporations throughout the United States. It is also neces- 
sary for the large corporations and merchants to have some out- 
side assistants to secure for themselves close and accurate knowl- 
edge of their own affairs. To meet this need the certified public 
accountants have found a rapidly increasing demand for their 
services. 

The standing of the men engaged in this business and the effi- 
ciency of their service have usually been of a highly satisfactory 
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character. There are some points, however, which as yet have 
not been fully covered by their examinations, and it is my purpose 
to call attention to some of these points, not in a critical, but in 
a friendly spirit. 

Within a few years a firm, whose accounts had been examined 
by accountants, failed, and an examination of their books by a 
committee of creditors disclosed serious defects in their accounts 
for several years preceding. Some of their merchandise, which 
had been charged up to customers, was included in their inventory, 
and the charges for the same merchandise were included in their 
accounts receivable. No closing entries of their books to carry 
forward their accounts from one year to another had been made. 
The books of each year were opened with arbitrary entries under 
orders from the partners and did not represent the actual condi- 
tion of the firm. The certificate of the accountants therefore 
showed the results of a year’s business beginning with arbitrary 
and misleading entries, and no certificate should have been put 
out without the qualification that it was impossible to verify the 
condition of the firm at the beginning of the year. 

Perhaps the most difficult point for the auditors to cover is the 
inventory of merchandise. In order to make the auditor’s report 
a satisfactory basis for credit, the inventory, as well as the other 
items, must be substantially correct. I once had occasion, in com- 
pany with another bank director, to look over the accounts of a 
manufacturing firm. They very frankly opened their books to 
our inspection, and the firm appeared to be doing a profitable 
business and to have an adequate capital. Among other ques- 
tions, we asked if an inventory of the merchandise was taken 
each year, and we were assured that such was the case. For some 
reason, or rather intuition, we decided not to continue the loan 
without security. A year or so later the firm made an assign- 
ment, and I was interested to inquire what was wrong in the 
accounts. It appeared that no actual inventory ever had been 
taken at the factory during a period of years, but only an estimate 
made up from the books at the office, and, when the inventory 
was taken at the factory, the actual amount of merchandise there 
and, consequently, the amount of the firm’s assets were found to 
be much less than called for by the books. This problem, most 
difficult but of supreme importance, is worthy of your careful 
attention. 
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There are other problems which are not for you alone to solve, 
but in the study of which your work can render material assist- 
ance. One of these problems is to reduce the excessive cost of 
distributing merchandise from the producer to the consumer, and 
so to reduce the cost of living. It is a quite common practice 
now for manufacturers to deal directly with retailers, eliminating 
the profits of the wholesaler or jobber. Still, the amount added 
to the cost of merchandise in the process of distribution is some- 
times startling. I -have been recently informed by the owner 
of a large shoe factory that shoes of a certain grade are sold from 
his factory at $1.20 per pair. That amount covers all the cost 
of material, of labor and selling, interest on capital, depreciation 
and a reasonable profit to the manufacturer. The wearers of 
those shoes pay $3.00 a pair for them. Sixty per cent., therefore, 
of the retail cost is required to move the shoes from the factory 
to the buyer. There are no intervening profits of wholesaler or 
jobber in this case, and it cannot be alleged that the retail shoe 
dealers, as a class, are men of large wealth. Undoubtedly these 
same conditions prevail in other lines of industry, and probably 
result from several causes. The retail merchant often assumes 
expenses for rent, salaries, fixtures and equipment out of propor- 
tion to the volume of his business. Often he does not watch his 
credits carefully and collect his bills promptly, and therefore his 
losses from bad debts are comparatively large. Frequently, also, 
he carries an unnecessarily large stock of merchandise, thereby 
increasing his interest charges and perhaps incurring losses 
through changes in style. He is led into extravagance by the 
demands of his customers, who insist on immediate attention, and 
who order largely by telephone, sending several orders a day 
where one would suffice. Your examinations will help in many 
cases to show where economy may be effected without impairing 
efficiency. 

The item of indirect or contingent liabilities is sometimes of 
great importance. Where the item covers only endorsements on 
good paper, quite certain to be paid at maturity, such liabilities 
do not greatly imperil the security of the creditors. A recent 
failure in a distant part of the country disclosed operations by the 
active partner of the failed firm large in volume and having no 
legitimate connection with the firm’s regular business. A badly 
tangled state of affairs resulted, and equitable adjustment of the 
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various claims was an almost hopeless task. The outside opera- 
tions of a partner or of an officer of a corporation cannot always 
be detected by an examination of the books. There are certain 
safeguards, however, which can be adopted, at least so far as the 
issuing of notes is concerned. The by-laws of some corporations 
require the written approval of a director upon all notes, and in 
such case the director should countersign the entry upon the note- 
book as well as the note itself. As, however, directors sometimes 
attend to such duties in a perfunctory manner, a number of cor- 
porations have recently adopted the practice of registering their 
notes with a bank or trust company. The purchasers of notes 
quickly learn of such a practice, and, to some extent at least, 
would give the preference to notes issued under such safeguards. 
The general adoption of this policy will add greatly to the 
thoroughness and certainty of an accountant’s auditing. 

The making up of the profit and loss account requires careful 
scrutiny. The treasurer of a Massachusetts corporation once 
assured me that the expense of all repairs and improvements 
upon his plant was charged to profit and loss each year. So it 
was at first. On examining his accounts, however, I found that 
at the end of each year he was accustomed to revalue his plant, 
add the cost of all improvements to the book value of the plant, 
and credit the increase as part of the profits of the year. 

Another small manufacturer had his books properly opened by 
a professional accountant, and, as his plant was receiving some 
additions, the estimated cost of such improvements was added to 
the cost of the plant and a temporary credit made to suspense 
account. When the repairs were paid for, however, the amount 
was added again to the cost of the plant and the suspense account 
merged in the profit and loss balance. In my judgment neither 
of these men intended to deceive their creditors, and the mis- 
st2tements were due to ignorance, not to any lack of integrity. 

In another case the bookkeeper of a large manufacturing firm, 
receiving a salary of $3,000 a year, had not entered up for a long 
time discounts to which customers of the firm were entitled on 
cash payments. As a result of this neglect, the books of the firm 
were utterly untrustworthy, both as to the profits of the firm and 
the amount of the accounts receivable. In some instances the 
firm actually owed money to customers from whom balances were 
apparently due according to the books. Men are frequently un- 
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willing to admit even to themselves that their business is not 
profitable. In a majority of cases where a man has deceived me 
as to the condition of his business, he has deceived himself first. 
A profit is always desired, and one is tempted to show a profit 
by overrating assets and also by neglecting to make proper 
charges for depreciation of buildings, equipment, or merchandise 
unsold and perhaps unsaleable. 

A manufacturing plant like a railroad must have a considerable 
amount spent on it each year from current income in order to 
maintain its efficiency. A manufacturing firm or corporation 
which divides all its profits among shareholders or partners will 
soon fall behind its competitors, its product will deteriorate, and 
its best customers will be lost. An actual extension of a plant may 
perhaps be financed by fresh capital, or by borrowing, but even 
so a part of the earnings each year should be used for improve- 
ments, and the time invariably comes when old equipment must 
be replaced by new. 

Gentlemen: the bankers, the merchants, the manufacturers all 
recognize the importance of your work, and each year shows their 
increasing reliance upon your services. They expect you con- 
stantly to improve your methods, so that no loophole will be left 
for deception through dishonesty or incapacity, and they cordially 
wish you the highest degree of success in all your undertakings. 
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Charlatanism in the Profession of Accountancy 


By C. V. Rowe, C.P.A. 


In professions which are amply guarded by restrictive qualifi- 
cation standards it has so far been found impossible to eliminate 
the charlatan. We are all more or less familiar with one type 
of charlatan—the quack doctor, who parading the public high- 
ways, preceded by a brass band, accompanied by clowns or by 
some other such attributes of a circus to attract a crowd, endeav- 
ors later to sell to those whom his vulgar methods have gathered 
around him some nostrum fallaciously represented as a cure for 
all the ills that flesh is heir to. Or again on some street corner, 
where by means of stuffed cats or monkeys displayed in grotesque 
attitudes, augmented by the harangue of a strident voice, a crowd 
of the idle and curious is attracted by the medical faker for the 
same corrupt purposes. The charlatan in such instances well 
knows that the reputed remedy not only has not the merits claimed 
for it, but is probably injurious. 

Other instances of charlatanism may be cited. In the learned 
profession of the law there are charlatans who blatantly advertise 
“advice free” or “divorces obtained for $10.00,” and so on, offer- 
ing inducements known to be impossible of fulfillment, which the 
advertiser has not the slightest intention of trying to fulfill, but 
designed to attract clients by specious promises, with a view to ex- 
extorting the largest amount of money from which the unfortu- 
nate dupes can be prevailed upon to part. Then there is the 
dental charlatan who proclaims loudly “painless extractions” or 
dental work at impossible prices unless the work be of a most 
unsatisfactory nature. 

In all such instances the charlatan abandons all regard for the 
ethics of his profession in the desire for gain. His charlatanism 
may be induced either through incompetence, which forces him to 
extraordinary measures to obtain fees, or the desire to make 
money more quickly than could be done by acting in a professional 
manner. Whatever the cause, the charlatanism remains. 

The term profession should represent not only knowledge and 
qualification in some branch of science of which the practice 
naturally justifies a comparatively high rate of remuneration, but 
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an obligation above all else that the interest of the client shall be 
the first and highest consideration. In other words the matter 
of the gain of the professional man must be entirely subservient 
to the best interest of the client. Such ethical professional con- 
duct is exemplified in the instances, which may frequently be 
found, of specialists in medical science, whose proven skill makes 
their services sought by wealthy patients who will pay the highest 
rates of remuneration; but the same specialists will give their 
services gratuitously when they know the patients are unable to 
pay. 

In the newest of the professions, that of public accountancy, 
we can not escape charlatanism any more than can the older pro- 
fessions. Moreover, we have not the absolute practising qualifi- 
cations protecting the other professions, and the charlatan may 
affect our profession while being outside of our own ranks. No 
one is allowed to prescribe medicines unless he be a practitioner 
qualified under the law; and the legal and other professions are 
similarly protected; but anyone can style himself a “public ac- 
countant”’ or undertake to do those things which are performed 
by the certified public accountant. 

It is true that in the exercises of many of the functions of 
a certified public accountant there is little opportunity for mis- 
representation. In the matter of auditing, adjusting and stating 
accounts, while the ability properly to perform such work may 
be misrepresented the possession of ability or otherwise will soon 
become apparent, and those deceived will be few. 

It is in the later development of the uses of professional ac- 
countancy, that is, in installing systems and accounting methods, 
that there is presented the most prolific source of gain for the 
charlatan; and it has produced quacks in large quantities, who 
have fattened and are still fattening on the unwary commercial 
man. These quacks are mostly—but, it must reluctantly be 
admitted, are not all—outside the ranks of certified public ac- 
countants. While the executive head of a comrhercial concern 
may not be susceptible of being “buncoed” through the initial 
allurements of brass bands and grotesquery, augmented by per- 
suasive but specious discourses, he certainly is very frequently 
misled by the misrepresentations of a loquacious and clever sales- 
man, whose allurements are equally specious, when it concerns 
the matter of installing a system of accounts. While in commerce 
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it is commonly admitted that the most effective grade of sales- 
manship is that which has the ability to induce a sale of something 
unsuitable to or not required by the purchaser, many commercial 
men fail to recognize this when dealing with their own affairs. 


Any professional accountant whose practice is at all extensive 
cannot fail to marvel at the extraordinary accounting systems 
he finds in use. Duplications of accounting entries are made so 
that special forms sold by the “systematizer’’ may be used. In- 
stead of following the most direct and logical lines, results are 
collected by circuitous routes in order to convince that there is 
being used “the very latest method” or that it is “right up to 
date,” or represents new ideas of the introducer; and, whichever 
it may be, the innovations are represented to be so valuable as 
to require a very high rate of remuneration for their introduction. 
All of this is preceded by misrepresentation and persuasive talk 
by the agent who first seeks to introduce the system. 


As an instance, a manufacturing concern having branches in 
several of the states, has employed the same professional auditor 
for about ten years for a branch in a western state. The auditor, 
in addition to verifying the correctness of the company’s accounts, 
gave the benefit of his advice gratuitously from time to time with 
respect to the best accounting methods to be followed. This 
auditor in visiting eastern states recently called at the branch 
houses of these clients in two of the largest cities in the United 
States. He found that about two years previously the company 
had installed in the two branches in those cities a system of ac- 
counting possessing some very remarkable and highly impractic- 
able features. One was a system by which at the time of writing 
a cheque, by a carbon copy system the payee’s ledger account was 
also debited. There were some other equally preposterous 
methods. And for having introduced them in the two eastern 
branches referred to, the so-called systematizer had been paid 
about $5,000.00. It was represented that this system would re- 
duce the necessary office staff by two clerks, but in practice it 
was found that although the office force had been increased in 
one city by two clerks, the work was always behind. Then the 
manager from the western state, first mentioned above, was trans- 
ferred east and was quick to recognize the inefficiency of the sys- 
tem at the latter point and introduced the methods followed in 
the western state, which had cost his company nothing, and abol- 
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ished a system for which $5,000.00 had been paid. The auditor 
in the western state during ten years had not been paid in the 
aggregate as much as $5,000.00. 

This goes to show that, temporarily at least, a charlatan by 
good salesmanship can make much more money than a profes- 
sional and qualified accountant. It takes time to arrive at the 
survival of the fittest ; and it costs dearly to entrust work to those 
who can talk infinitely better than they can perform, instead 
of confiding it to those holding proper qualifications. The man 
who installed such a system in the eastern branches referred to 
must have known very well that he was not giving a fair return 
for the money he demanded, and, unless entirely inexperienced— 
in which case he had no right to pose as a systematizer at all—that 
the system introduced was entirely impracticable—in other words, 
it was another instance of a quack practitioner and a commercial 
victim. 

The ability to arrange for accounting systems and general 
methods comes from long acquaintance with and study of the 
methods of various concerns with which the professional ac- 
countant has experience. Nor must originality be forgotten, or 
we should still be copying charge bills in a book and pasting pur- 
chase bills in volumes, have bank pass books with every cheque 
recorded in handwriting and be following generally the methods 
of twenty years ago. The machinery of business improves as 
does all machinery in a purely mechanical sense, but the question 
as to what is an improvement and what merely a freak idea pos- 
sessing no benefit is something that the business man would do 
well not to trust solely to his own judgment but to discuss with 
those whom professional training and experience render compe- 
tent to decide. 

We shall probably have the charlatan to some extent for all 
time in all professions. Public education to knowledge of abuses 
is slow and entails suffering to many. For instance, after all the 
publicity that has been given to the tricks of “confidence” men 
and “gold brick” frauds there still are many persons swindled 
by such means. Men in the business, financial and professional 
world, the people of enterprise who manage and direct, are the 
last who should need the advice to beware of being imposed upon, 
but in the practice of our profession the knowledge is forced upon 
us that such advice is sometimes sadly required. 
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Accountants should be chary of introducing entirely new ac- 
counting methods, however perfect theoretically they may appear, 
until they have been given a practical test. Every failure in 
this respect, besides doing harm to the introducer, reflects on the 
whole profession. If one has ideas that appear good there will 
surely be some client willing to give them a test if the doing so 
entails but small outlay. Once proven practicable, the installation 
of improved methods entitles and obtains a high rate of remunera- 
tion. Unfortunately, some of our professional brethren introduce 
and obtain large fees for innovations that at first sight appear im- 
provements in accounting methods, but on trial are found to be 
impracticable or to have overwhelming disadvantages. This en- 
tails two outlays on the part of the client, one for the introduction 
of the new system and another (almost certainly for the benefit 
of some other than the introducer) to straighten out matters and 
obtain something that is suitable. Truly, this means more fees 
for the profession generally, but it is not conforming with the 
code of professional ethics and is diametrically opposed to that 
esprit de corps which our professional standing demands. 
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EDITORIAL 


Annual Convention 


The convention of the American Association of Public Ac- 
countants held at Boston in the third week of September was in 
many ways one of the most satisfactory in the history of the 
association. There was a representative gathering of delegates 
and other visitors from every part of the country and the feeling 
of professional pride and fellowship which has been growing 
steadily during the past few years seemed to have reached a new 
high level. Several of the topics under discussion concerning 
association matters pure and simple were such as to lead to a 
difference of opinion but it is eminently gratifying to record that 
in spite of divergence of view there was almost without excep- 
tion a manifest determination to work together for the welfare 
of the profession whose interest the association serves. 

Nothing is more productive of good feeling among the mem- 
bers of any trade or profession than the assembling in conven- 
tion and the establishment of that close personal touch which 
without a meeting together is impossible. Clear demonstration 
of this truth is given by the fact that the men who have attended 
conventions in the past invariably endeavor to attend the conven- 
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tions following and one sees familiar faces and hears familiar 
voices at each succeeding anniversary. Meantime the number of 
delegates and other visitors increases steadily and thus the per- 
sonal interest of accountants throughout the country is enhanced 
and encouraged. 

The gentlemen of Massachusetts acting upon suggestions from 
the association introduced into the programme an unusual amount 
of discussion on technical questions and the success of this de- 
parture was shown in the large attendance at every such dis- 
cussion and the number of participants therein. 

It is possible that the meeting in Boston will be the last to 
be held at the invitation of a state society. The increasing num- 
ber of delegates and the elaborate nature of the preparations for 
their reception make it a difficult task for any one society alone 
to bear the burden of entertainment. At Boston the Massachu- 
setts society had provided a programme which was amazing in 
its variety and delightful in its fulfillment and if the idea which 
will be instituted at Washington next September of holding the 
American Association’s convention on the sole responsibility of 
the association is to be permanent the members will look back 
with the utmost pleasure upon the last meeting held under the 
zgis of a state society. 


The Income Tax 


As predicted many months ago the income tax measure which 
constitutes a part of the Underwood-Simmons tariff bill has 
passed both houses of congress and through conference with 
comparatively few changes of interest from an accounting point 
of view. 

The gratifying feature of the bill is its provision that cor- 
porations, associations and insurance companies are at liberty 
to adopt the fiscal year in preference to the calendar year upon 
notice of such intention duly filed. 

This fact is a distinct victory for the cause of common sense 
in legislation. For four years the corporations have labored 
under a serious disability in that they were compelled to make 
their returns and physical inventories at the end of the calendar 


307 


| 
4 


The Journal of Accountancy 


year—a requirement impossible of fulfillment in some cases and 
possible only at great expense and inconvenience in many others. 
The arguments adduced by the American Association of Public 
Accountants in favor of the English system permitting a tax- 
payer to use the fiscal year, and thereby to les: :n the burden of 
the imposition, impressed themselves strongly upon members of 
the senate and house of representatives. No opposition to the 
proposed change was made in either house but owing to the 
exigencies of national politics and the apparent certainty of an 
income tax law it was deemed inexpedient to report favorably 
or otherwise the bill amending the corporation tax law. 

In drafting section 2 of the Underwood-Simmons bill the ad- 
vice of accountants has been heeded in part but it is regretted 
that the option of a choice of dates was not extended to individual 
taxpayers engaged in business. This was found impossible to 
effect at present but we may be sincerely thankful that the relief 
sought has been accorded to corporate entities. 


An interesting point which has escaped notice is an amend- 
ment introduced at the last minute in the senate extending the 
option of date to “manufacturing concerns.” Unfortunately 
the conference of house and senate in its wisdom or otherwise 
refused to ratify this amendment. It is impossible for anyone 
not blest with a legislative mind to discern the reason for such 
refusal and we venture to predict that when the law has been 
in effect for some time and the advantage of permitting the use 
of the natural fiscal year in the case of corporations has been seen 
an amending bill will be introduced, sanctioned probably by the 
treasury department, providing that individual taxpayers en- 
gaged in business shall have the same privilege as that extended 
to corporations. 

The objections which have been raised to the adoption of the 
fiscal year have been trivial and have scarcely merited discussion. 
It is difficult to see, therefore, why what is good for the corpora- 
tion engaged in business should not be equally good for the in- 
dividual unincorporated. 

However, the important fact remains that the principle of the 
fiscal year has received the sanction of congress and will no doubt 
receive the approval of the executive, possibly before this maga- 
zine is in the hands of the public. A very few years ago it 
would have been Utopian to believe that expert advice would be 
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so well received from a body of men of whose existence the 
average legislator was ignorant. Now the development of the 
idea of efficiency in the public service has gained such widespread 
acceptance that legislators find themselves in a position to recog- 
nize the value of the advice of experts. No one in the country 
has a more intimate interest in the administrative features of an 
income tax than the public accountants for it is in their hands 
that the preparation of returns will rest; and the benefit to ac- 
countants of the ability to spread the work of the year over the 
whole year will make for greater accuracy and will entail less 
of that urgent pressure which is inimical to economy. The 
treasury department and through it the government also will 
benefit enormously by the change because the returns compiled 
will now be made exact and the government will be able to col- 
lect a tax upon the actual income. Heretofore the obligation to 
make physical inventory at December 31st has led to a tendency 
to estimate. 

Take for example a lumber company engaged in business in 
the northwest having stacks of lumber lying under a great depth 
of snow at the end of the calendar year. An inventory of this 
lumber is out of the question and an estimate is the only method 
by which the report can be made. Assuming that an inventory be 
so estimated it does not require any great penetration of mind to 
discover that the estimate will not err on the side more favorable 
to the government. 

The American Association of Public Accountants is to be con- 
gratulated upon the victory of efficiency and economy and those 
members of congress who have been most closely concerned with 
the drafting and discussion of the income tax bill are to be con- 
gratulated in that they have seen the wisdom of common sense. 


Canadian Bank Audits 


The Minister of Finance of the Dominion of Canada has ap- 
proved a list of sixty-four auditors chosen by the banks under 
the terms of the new Canadian bank act. 


This approval marks an important epoch in the evolution of 
accountancy in the Dominion of Canada and sets the seal of 
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official recognition very much in the same way that the English 
companies act recognizes the profession, but it goes further along 
the same road. 

Accountants in the United States will view with a good deal 
of envy the action which the Canadian bank act has made pos- 
sible. For a long time it has been the aim of members of the 
profession in this country to secure official recognition such as 
has now been accorded in the great nation north of us. It may be 
a matter of years to secure federal official approval in the 
United States but in all probability the time is not far distant 
when something of the kind will be accomplished. We doubt 
whether any government department will go so far as to specify 
the names of accountants considered competent by the govern- 
ment but it is not unduly optimistic to believe that the time will 
come when the certified public accountant or when some other 
officially recognized title will be considered evidence of compe- 
tency. This would be the better and more desirable consumma- 
tion and it rests largely with those who are now in practice to 
bring about that result. 

There has been a vast improvement in the recognition ac- 
corded to public accountants during the last few years and the 
general knowledge of the profession and its duties is increasing 
so rapidly that governmental recognition may be expected within 
a reasonably short time. 

Until that day comes, however, accountants in this country 
will look with longing eyes upon the official acknowledgment 
given their confréres in the Canadian Dominion. 


Early Days of Accountancy 


It is customary to consider the profession of the public ac- 
countant as one of very recent date, but apparently there have 
been public accountants in this country from the late eighteenth 
century onward. 


Evidence of this is offered by an advertisement which ap- 
peared in the New Jersey Journal of Wednesday, July 8th, 
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1795, printed and published by SHEPARD Ko.tock at Elizabeth- 
town, N. J. 
The advertisement reads: 


“NOTICE 


“A conveyancing office and office of intelligence will be opened by the 
subscriber on Monday next, in the brick house of William Shute, Esq., 
formerly occupied by Cortland Van Arsdalen; where writings of every 
kind will be done on moderate terms; also, farmers’ and tradesmen’s 
books posted with accuracy and dispatch, and those who do not under- 
stand the method of keeping their books will be shewn the form. 

“BENJAMIN THOMSON, 

“Elizabethtown, April 21, 1795.” 


The question arises whether or not Mr. BENJAMIN THOM- 
SON was guilty of a breach of ethics. 
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ANNUAL MEETING, Boston, SEPTEMBER, I913 


The twenty-sixth anniversary of the American Association 
of Public Accountants was celebrated at the annual meeting of 
the association held in Boston on September 15, 16, 17, and 18, 
1913. The attendance at the convention was larger than usual 
and nearly every state society was represented. In the case of 
some of the western societies several delegates made the journey 
to Boston solely for the purpose of attending the convention. 
Delegates from all the adjacent societies attended in large num- 
bers. 

The convention was notable because of the generous enter- 
tainment provided by the Certified Public Accountants of Massa- 
chusetts, Incorporated, acting in capacity of hosts to the asso- 
ciation. The numerous historic and natural points of interest 
in the neighborhood of Boston rendered the pleasure of the visit- 
ors exceptionally great and the setting aside of a considerable 
portion of time for the consideration of technical questions was 
a departure from established precedent which met with universal 
approval. There was no sacrifice of the social features of the 
convention—merely an increase in the attention devoted to dis- 
cussion of accountancy. 

The convention met in the Copley Plaza Hotel, Boston. 

At the regular meeting of trustees held on September 15th 
the reports of officers, committees and state societies were read 
and ordered printed in the Year Book. The following members 
were elected: 


Colorado Society of Certified Public Accountants 
Fellows: 


Chester G. Weston, C.P.A. 
Emma Manns, C.P.A. 


Georgia Society of Certified Public Accountants 


Associate : 
James Furse, C.P.A. 
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The Society of Louisiana Certified Public Accountants 
Fellow: 
H. M. Holliday, C.P.A. 


Maryland Association of Certified Public Accountants 
Fellows: 
Ernest E. Wooden, C.P.A. 
Edward Fuller, C.P.A. 
Associate : 
E. C. Hendrix, C.P.A., subject to evidence of practice 


Montana State Society of Public Accountants 
Fellow: 
William B. Finlay, C.P.A., subject to evidence of practice 


Certified Public Accountants of Massachusetts, Inc. 
Fellows: 
Horace C. Hartshorn, C.P.A. 
Daniel B. Lewis, C.P.A. 
James P. Francis, C.P.A. 


Illinois Society of Certified Public Accountants 


Fellows: 
Geo. W. Rossetter, C.P.A., subject to consent of Ohio 
Society 
Joshua Mendenhall, C.P.A., subject to consent of Minne- 
sota Society 


Minnesota Society of Public Accountants 

Fellow: 
Edgar C. Salvesen, C.P.A. 

Associates : 
Hamilton Fleming, C.P.A. 
Herbert D. Taylor, C.P.A. 
David A. Scott, C.P.A., subject to consent of Missouri 

Society 


Missouri Society of Certified Public Accountants 
Fellows: 
Ernest Boyd, C.P.A. 
Jeff K. Stone, C.P.A. 
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New York State Society of Certified Public Accountants 
Fellows: 
David E. Boyce, C.P.A. 
Frederick G. Colley, C.P.A. 
Peter A. Eckes, C.P.A. 
Richard FitzGerald, C.P.A. 
Raymond Ives, C.P.A. 
Robert D. Kesselman, C.P.A. 
Walter C. MacNeille, C.P.A. 
John T. Madden, C.P.A. 
Alexander F. Makay, C.P.A. 
Henry E. Mendes, C.P.A. 
Charles W. Perry, C.P.A. .. 
John H. Schnackenberg, C.P.A. 
Justus W. Boies, C.P.A., subject to consent of Oregon 


Society 
James F. Hughes, C.P.A., subject to consent of New Jer- 
sey Society 
The Society of Certified Public Accountants of the State of New 
Jersey 
Fellow: 


Ira C. Nichols, C.P.A. 


Ohio Society of Certified Public Accountants 


Fellow : 
G. R. Lamb, C.P.A. 


Oregon State Society of Public Accountants 
Fellows: 
Sydney S. Barker, C.P.A. 
George Ridout, C.P.A. 
W. D. Whitcomb, C.P.A. 


Pennsylvania Institute of Certified Public Accountants 
Fellows : 
James J. Burns, C.P.A. 
Ernest Crowther, C.P.A. 
Ernest H. Dale, C.P.A. 
John P. Herr, C.P.A. 
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Robert M. Holtzman, C.P.A. 
John Hood, Jr., C.P.A. 
Gardner W. Kimball, C.P.A. 
Walker E. Linvill, C.P.A. 
William R. Main, C.P.A. 
Roger K. Nevius, C.P.A. 
Albro Wadleigh Sharp, C.P.A. 
Frank M. Speakman, C.P.A. 
E. O. Wunderlich, C.P.A. 

R. J. Bennett, C.P.A. 

J. C. Scobie, C.P.A. 


California State Society of Certified Public Accountants 
Fellows: 
Chas. A. Baskerville, C.P.A. 
M. H. Bennett, C.P.A. 
Clarence S. Black, C.P.A. 
W. F. G. Blackie, C.P.A. 
Reynold E. Blight, C.P.A. 
P. J. Dubbell, C.P.A. 
O. T. Johnson, C.P.A. 
Arthur M. Loomis, C.P.A. 
R. L. McCrea, C.P.A. 
William Mackendrick, C.P.A. 
William P. Musaus, C.P.A. 
W. C. Mushet, C.P.A. 
W. J. Palethorpe, C.P.A. 
Harry Probert, C.P.A. 
E. H. Spencer, C.P.A. 
H. Ivor Thomas, C.P.A. 
F. F. Hahn, C.P.A. 
R. E. Brotherton, C.P.A. 
Alphonse Sutter, C.P.A. 


Virginia Society of Public Accountants, Inc. 
Fellow: 
A. T. Henderson, C.P.A. 


Associate : 
Eugene L. Davis, C.P.A., subject to evidence of practice 


315 


The Journal of Accountancy 


Tennessee Society of Public Accountants 
Fellow: 


Max C. H. Gaertner, C.P.A. 


On Monday afternoon an informal reception to the visit- 
ors took place in the hotel and was followed in the evening by a 
musical recital and dance. 

On Tuesday morning at 10 o'clock the meeting was called 
to order by President Montgomery. The Mayor of Boston, John 
F. Fitzgerald, delivered an interesting address of welcome and 
dealt at considerable length with questions of accountancy. A 
reply to the address was made by Mr. E. L. Suffern, the presi- 
dent of the New York State Society of Certified Public Ac- 
countants. 


Upon receipt of the report of the committee on credentials 
the convention proceeded to business. The report of the com- 
mittee on state legislation was discussed and suggestions for 
uniformity of requirement were considered. A special com- 
mittee to deal with the subject was appointed by the chair. 

At 1 o'clock visitors were entertained at luncheon by the 
Massachusetts Society at the Copley Plaza and an address was 
delivered by J. Randolph Coolidge, first vice-president of the 
Chamber of Commerce of Boston. 


At the afternoon session of the convention the report of the 
committee on constitution and by-laws was considered and cer- 
tain amendments were adopted. The more important of these 
were the increase of dues of society members and associates at 
large and a clause providing that members or state societies five 
months in arrears of dues or other obligations to the association 
should automatically cease to be members. 

The dues as ratified by the convention are as follows: 


In the evening the delegates listened to an address by Pro- 
fessor Edwin F. Gay, Dean of the Harvard graduate school of 
business administration on the subject Uniform Accounting and 
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the Work of the Harvard Bureau of Business Research. A dis- 
cussion of the paper was led by Mr. J. Edward Masters, who was 
followed by several other delegates. 

A special entertainment for the ladies of the convention was 
provided by the ladies of the Massachusetts society. 

At the meeting of the association on Wednesday morning the 
following officers were unanimously elected: 

Robert H. Montgomery, President. 

Carl H. Nau, Treasurer. 

James Whitaker Fernley, John B. Geijsbeek, J. S. M. Goodloe, 
Trustees for three years. 

W. McK. Evans, Virginia, Charles O. Hall, Maryland, Audit- 
ors. 

Invitations were received from the cities of Buffalo and St. 
Louis to hold the 1914 convention of the association in those 
cities. A report approved by the board of trustees in favor of 
holding the convention in Washington, D. C. was discussed and 
the proposition was approved by the convention. 

At noon the delegates left on a special steamer for a tour 
of the harbor and landed at Pemberton where a shore dinner 
was provided, after which a baseball game between the “Grass- 
widowers” and the “Benedictines” engaged the rapt attention 
of everyone present. 

Upon return to Boston in the evening Mr. F. R. Carnegie 
Steele read a paper Development of Systems of Control which 
was discussed under the leadership of Mr. George L. Bishop. 
Joseph E. Davies, Commissioner of Corporations, delivered an 
important and instructive address on The Relationship between 
Government and Industry. 

Reply was made by Mr. Harvey S. Chase. 

On Thursday morning Mr. Francis P. Sears, the chairman of 
the executive committee of the National Shawmut Bank of Boston 
delivered an address on The Mission of the Public Accountant. 
This was discussed by Mr. Amos D. Albee and others. 

At 1 o'clock the meeting adjourned and the new board of 
trustees assembled. 

At this meeting of trustees A. P. Richardson was re-elected 
secretary and the following were elected to the executive com- 
mittee : 

H. S. Corwin, W. Sanders Davies, E. W. Sells, E. L. Suffern, 
W. F. Weiss. 
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In the afternoon the delegates and other visitors were taken 
in automobiles for a tour of Cambridge, Lexington and other 
points of interest in the vicinity of Boston. 

The annual banquet was held at the Copley Plaza on Thurs- 
day evening under the chairmanship of Robert H. Montgomery, 
president of the association. The speakers were: Messrs. Augus- 
tus L. Thorndike, bank commissioner of Massachusetts; John 
H. Fahey, chairman executive committee Chamber of Commerce 
of the United States; and John B. Geijsbeek, chairman of the 
committee on education of The American Association of Public 
Accountants. 

On Friday the weather which had been delightful throughout 
the earlier part of the week changed completely and the golf 
tournament which had been scheduled to take place at the Brae- 
burn Club was unavoidably cancelled. 
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By JoHN R. Wi_pMAN, M.C.S., C.P.A. 


No. 22 (DEMONSTRATION) 


A trial balance of the books of Chauncey, Bennett and 
Cooper, a limited copartnership, on June 3, 1912, the date on 
which A. M. Dawson, was appointed receiver, was as follows: 


Debits Credits 
ae $ 80,972.50 Wages accrued ......... $ 12,862.15 
Building material ....... 18,435.73 Salaries accrued ........ 1,243.74 
Invested in contracts.... 125,042. Due supply houses ...... 198,891.30 
5,875 Notes payable .......... 4000.00 
Due from customers .... 117,226.15 Int. accrued on notes pay- 

Due from sub-contractors 1,520.37 126.79 
Notes receivable ........ 25,000.00 Reserve depreciation 
Accrued interest on notes equipment ............ 35,348.27 

Rent paid in advance.... 1,000.00 if D. Chauncey ....... 23,256.64 
Cost of contracts........ 187,536.24 H. Bennett ........ 22,177.25 
Salaries—office ..:...... 20,946.32 J. W. Cooper (special) 25,000.00 
Expenses—office ....... 8,314.69 Income from contracts... 190,236.42 
1,230.13 


The estimates of values made by the receiver are as follows: 
equipment if sold at forced sale will bring $15,000; building ma- 
terial, $15,275; notes receivable, $25,000, and interest; due from 
subcontractors, $1,200. The account “due from customers” con- 
tains $50,000, drawn out by Chauncey and Bennett. Liens 
against work in progress amount to $3,000. Estimated cost of 
completing contracts which will yield $150,000 is $9,057.64. 
(Labor, $7,259; material, $1,798.64.) 

After consideration it was decided to allow the receiver to 
continue the business. Certain of the creditors combined in 
advancing $10,000 and extending credit necessary to enable the 
receiver to purchase additional materials. Chauncey and Ben- 
nett, under pressure, succeeded in raising $30,000, which they 
paid in. The receiver’s transactions were: cash paid to creditors, 
$113,452.17; to workmen, $25,875.32; salaries, $3,500; charges to 
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cost of contracts, for material, $12,781.43; for labor, $15,653.74; 
charges for salaries, $3,468.33; office expenses, $1,239.73; con- 
tracts completed, charged at $175,000, cost $149,343.27; interest 
accrued on notes payable, $135.75; purchases of material on ac- 
count, $8,793.25; collected from customers, $187,525.15; paid 
notes and interest, $20,127.35 ; expenses of receivership, $2,590.75. 

On January 1, 1913, the receiver restored the business to the 
partners, after collecting 1 per cent on disbursements as his com- 
mission. J. S. Cooper, the special partner, receives one-fourth 
of the profits and losses. 

Prepare a statement of affairs and deficiency account. 


SoLuTION TO ProBLEM No. 22 


While this problem contains the necessary information for 
both the demonstration and practice problems only so much as 
concerns the former will be considered here. For this purpose 
the problem need only be read to the end of the paragraph fol- 
lowing the trial balance excepting of course the last line which 
calls for a statement of affairs and a deficiency account. 


The problem differs somewhat from the previous one of this 
type in that a trial balance rather than a balance sheet is given. 
The trial balance includes certain nominal accounts which should 
be either closed out or ignored in estimating the realization and 
liquidation. In the latter event, however, the deficiency account 
will show the profit or loss on operations. As a practical matter 
the nominal accounts would always be closed out on the books 
and the balance sheet resulting would become the basis for the 
statement of affairs. In solving problems of this type where 
the nominal accounts appear, the technique is somewhat simpli- 
fied by allowing them to stand. It is, of course, true that the 
deficiency account may be begun with the adjusted capital, ignor- 
ing the profit or loss on operations, but as this detracts some- 
what from the comprehensiveness or, perhaps, rather the inclu- 
sion of the operating results of the period prior to receivership 
adds to the comprehensiveness it is thought such results may well 
be included. To bring out this point the following may serve: 
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$190,236.42 

Capital, Jume 3, 2082, $42,636.93 


If the nominal accounts were to be closed out the deficiency 
account would begin with the amount $42,636.93 and the loss 
from operation would be ignored. If they are not closed out the 
deficiency account will begin with $70,433.89, and the loss shown 
in the account either broad (debits and credits) or net, as choice 
may dictate. 


The question of the capital adjustment raises an interesting 
question concerning the account of the special partner. Accord- 
ing to the terms of the copartnership contract, J. W. Cooper, 
the special partner, is to receive one-fourth of the profits, or be 
charged with one-fourth of the losses. In accordance with such 
agreement he would be charged with one-fourth of $27,796.96 
or $6,949.24. The law concerning limited or special copartner- 
ship requires that the capital of special partners must be main- 
tained at least in the amount contributed and while they may 
receive interest and profit on their investments such payments 
may not impair their capital. The question concerning the J. 
W. Cooper account is the effect of the loss above mentioned. It 
must be conceded, it would seem, that there is a holding out to 
creditors that Cooper has $25,000 invested in the business. If 
the loss is charged against him, obviously, he will have only 
$18,050.76. The inference to be drawn from the law therefore 
is that the general partners could hold him for the loss and that 
the amount due from him might reasonably be considered as an 
asset available for the liquidation of liabilities. 


As the first step in the solution of the problem a working 
sheet should be prepared, taking as a basis the trial balance and 
putting against it the estimated realizaiton. The working sheet 
is desirable in order that the figures may be proven and a clear 
idea of the situation obtained before beginning work on the 
statements. 
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WORKING SHEET FOR STATEMENT OF AFFAIRS AND 
DEFICIENCY ACCOUNT 


Estimated real- 


Trial 
Debits balance 
$ 80,972.50 
Building material .......... 18,435.73 
Invested in contracts ....... 125,942. 
5,875. 
Due from customers ........ 117,220.15 
Due from subcontractors ... 1,520.37 
Notes receivable ........... 25,000.00 
Accrued interest on notes rec. 136.27 
Rent paid in advance ....... 1,000.00 
Cost of contracts 187,536.24 
Expenses—office  ........... 8,314.60 
$504,142.56 
Due from special partner ... 
Total estimated assets... 
Credits 
Wages accrued ............. $ 12,862.15 
Salaries accrued ............ 1,243.74 
Due supply houses .......... 198,891.30 
85,000.00 
Interest accrued on notes 
126,79 


Reserve for depn, equipment 35,348.27 
Capital : 


23,250.64 
22,177.25 
J. W. Cooper (special) ... 25,000.00 
Income from contracts ..... 190,236.42 
$504,142.56 


Estimated cost of completing 


Total estimated liabilities 


ization and 


liquidation Increases Decreases 


$ 15,000.00 $ 65,972.50 
15,275.00 3,160.73 
150,000.00 $ 24,057.64 

5,875.80 

67,226.15 50,000.00 

1,200.00 320.37 
25,000.00 
136.27 
1,000.00 

187,530.24 

20,946.32 

8,314.60 

1,236.13 


6,949.24 6,049.24 


$287,662.46 
19,519.16 
$307,181.62 
$ 12,862.15 
1,243.74 
198,891.30 
85,000.00 
126.79 

35,348.27 

23,256.64 

22,177.25 

25,000.00 

190,236.42 

9,057.64 9,057.64 

$307,181.62 


$327,025.46 $346,544.62 
$ 19,519.16 


In looking at the above it will be seen that the net decrease, 
shown at the bottom on the right, amounts to $19,519.16, the 
same as the deficit. A glance at the working sheet will also show 
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that all the information necessary to the preparation of the 
statements, except preferences and offsets is clearly set forth. 
The first two columns give the data for the statement of affairs, 
while the third and fourth provide that for the deficiency account. 
It may be difficult to understand why the reserve, the capital 
accounts and the income from sales are shown as increases when 
obviously this mechanical procedure is the reverse of that fol- 
lowed above in the case of the assets. Equipment, for example, 
appears in the trial balance as $80,972.50, while in the estimated 
realization and liquidation column it appears as $15,000, hence 
the difference appears in the decrease column. The reserve for 
depreciation appears in the trial balance as $35,348.27, while it 
is missing from the estimated realization and liquidation column. 
Apparently following the line of reasoning with regard to equip- 
ment it has decreased; still the difference is shown as an in- 
crease. It is probable that this matter can be cleared up if 
increases and decreases are considered with regard to their re- 
lation to capital. As a result of the above changes has capital 
increased or decreased? Concerning equipment surely it has 
decreased. If the reserve is released capital has increased. In- 
come from sales increases capital. If the deficit is to be ascer- 
tained then capital, which is available for the liquidation of the 
liabilities, must be brought into play and treated like any increase. 


The item of rent paid in advance may have been treated 
somewhat arbitrarily and the matter may be open to discussion. 
If the rent has been paid in advance, of necessity there must 
be a lease covering a period extending into the future. Since 
in the present instance the receiver is to continue the business 
it is to be presumed that he will be able to work out the amount 
paid in advance, which probably does not cover any extended 
period. By virtue of this fact creditors will receive more than 
they would if the payment had not been made and he were 
obliged to use other funds for this purpose. It is, therefore, 
worth as an asset $1,000. Were the business to be wound up 
and the use of the property discontinued by the receiver he 
would doubtless be able to realize on the prepayment either by 
selling the lease or subletting. It is true that the full amount 
might be reduced to the extent of commission paid to real estate 
brokers, but since such a reduction is a matter of speculation, 
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it seems, in the absence of any specific information on the point 
to take it at its face value. 

Nothing is said in the problem concerning the division of 
profits or losses between the two general partners. The general 
rule in copartnership problems, as well as in copartnership con- 
tracts, where the manner of division is not specified, is that the 
profits and losses shall be divided equally in accordance with 
the number of partners. If this rule is to be applied here, after 
deducting one-fourth of the total which is applicable to the special 
partner the amount remaining will be equally divided between 
the other two partners. Consequently it is to be presumed that 
the drawings of the partners which were included in the amount 
due from customers are to be charged against them in equal 
amounts and that subsequently the funds which they raised un- 
der pressure were credited to them in the same way. 
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RECEIVER FOR CHAUNCEY, BENNETT & COOPER 


Dericiency AccouNT AS OF JUNE 3, IQI2 


Adjustment of partners $70,433.80 
$50,000.00 Balance ...............+. 7,303.07 
Loss on operations ...... 27,796.90 (Se 
$77,796.96 
Estimated losses on real- Estimated profit on con- 
ization : $15,000.00 
Subcontractors ........ 320.37 
Building material ...... 3,160.73 
$41,468.40 $41,468.40 


In working problem 22-A, the nominal accounts should be 
closed out before taking up the transactions for the receiver since 
it is the intention to show through the statement of income and 
profit and loss the efficiency of the receiver. To merge with his 
operations those corresponding to the period before he took 
charge would be eminently unfair. The rent paid in advance 
should be treated as having expired during the period of the 
receivership. 


ProsBL—eM No. 22-A ( PRactTIcEe) 


From the text of problem No. 22 prepare: 

(a) Balance sheet, December 31, 1912. 

(b) Statement of income and profit and loss for the period 
ended on said date. 


326 


The Dominion Association of Chartered Ac- 
countants 


The eleventh annual meeting of the Dominion Association of Chartered 
Accountants was held in Winnipeg, Manitoba, on the 2d, 3d and 4th Sep- 
tember. This was the first time that the annual meeting had been held 
west of Toronto, consequently the large attendance of members from every 
part of Canada was exceedingly gratifying to the members of the Mani- 
toba Institute of Chartered Accountants under whose auspices the meeting 
was held and who acted as hosts at the numberous social functions provided 
for the entertainment of the visiting members and their wives. 

Organized accountancy in Canada dates back some thirty years, when 
in July, 1880, the Association of Accountants in Montreal was brought 
into existence by the charter of the legislature of Quebec, the Institute 
of Chartered Accountants in England and Wales having been granted an 
imperial charter only two months before. 

The Institute of Chartered Accountants of Ontario, which had existed 
as an unincorporated society since 1879, obtained incorporation in 1883, 
followed by the Manitoba Institute in 1886 and Nova Scotia in 1900. For 
the first twenty years, therefore, in the history of organized accountancy 
in Canada these institutes were purely provincial or local in their character 
and it is not known that any effort at cooperation between these four 
societies was ever attempted prior to 1900. 

In 1901 the Dominion Association of Chartered Accountants was incor- 
porated by the authority of the Canadian parliament after a somewhat 
strenuous contest in which its promoters and all the existing societies took 
a more or less active part. 

The immediate result of the formation of the new association was to 
set up a new and for the time being not necessarily harmonious authority 
for professional standards of competency, practice and conduct in the 
provinces where the existing institutes had for many years been carrying 
on their work. The representatives of each institute contended for the 
point of view that they thought to be right, and out of a large store of 
experience and much controversy the organization as it exists today signed 
in 1910 an enduring treaty of peace and is now composed of all the 
provincial institutes and societies in whose interests its energy and influence 
are wholly exerted. 

Subsequent to the incorporation of the Nova Scotia Institute charters 
have been issued to societies in British Columbia, Saskatchewan and 
Alberta, all of which are in a flourishing condition. 

At the opening meeting on Tuesday the 2d September, which was held 
in the Royal Alexandra hotel, the Mayor (Mr. T. R. Deacon) extended a 
hearty welcome to the members and their wives on behalf of the city. 

The president of the association (Mr. W. A. Henderson) in addressing 
the convention reviewed the work done during the year, dealing particu- 
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larly with legislative matters. He reported that the membership of the 
association had increased from 255 in I9I0 to 375 at present. 

Several interesting papers were read and were followed by discussion. 

It was decided to hold the 1914 convention at Halifax. 

The banquet, smoking concert and other social features of the conven- 
tion were all that could be desired and members and visitors expressed 
hearty appreciation of the hospitality of the Manitoba Institute of 
Chartered Accountants. 


Nevada C. P. A. Law 


AN ACT to create a state board of accountancy and prescribe its powers 
and duties; to provide for the examination of and issuance of certifi- 
cates to applicants, with the designation of certified public accountants ; 
to provide for examinations of state, county and city accounts and to 
provide the grade of penalty for violations of the provisions hereof. 
Approved Mar. 24, 1913. 


The People of the State of Nevada, represented in Senate and Assembly. 
do enact as follows: 


Section 1. Within thirty days after the approval of this Act the 
Governor shall appoint three persons, at least two of whom shall be 
competent and skilled accountants who shall have been in practice as 
such in this state for not less than one year, to constitute and serve as a 
State Board of Accountancy. The members of such board shall, within 
thirty days after their appointment, take and subscribe to the oath of 
office as prescribed by the laws of Nevada, and file the same with the 
Secretary of State. They shall hold office for three years, and until their 
successors are appointed and qualified, save and except that one of the 
members of the board first to be appointed under this Act shall hold 
office for one year; one for two years, and one for three years. Any 
vacancies that may occur from any cause shall be filled by the Governor 
for the unexpired term; provided, that all appointments made after the 
first year must be made from the roll of certificates issued and on file in 
the office of the Secretary of State. 

Sec. 2. The State Board of Accountancy shall have its principal office 
in the City of Reno, and its powers and duties shall be as follows: 

1. To formulate rules for the government of the board and for the 
examination of and granting of certificates of qualification to persons 
applying therefor. 

2. To hold written examinations of applicants for such certificates, 
at least semiannually, at such places as circumstances and applications may 
warrant. 


3. To grant certificates of qualification to such applicants as may, 
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upon examination, be found qualified in theory of accounts, practical ac- 
counting, auditing, and commercial law to practise as certified public 
accountants. 

4. To charge and collect from all applicants such fee, not exceeding 
twenty-five dollars, as may be necessary to meet the expenses of examina- 
tion, issuance of certificates and conducting its office; provided, that all 
such expenses, including not exceeding ten dollars per day for each mem- 
ber while attending the sessions of the board or conducting examinations, 
must be paid from the current receipts, and no portion thereof shall ever 
be paid from the state treasury. 

5. To require the annual renewal of all such certificates, and to collect 
therefor a renewal fee of not exceeding ten dollars. 

6. To revoke for cause any such certificate, after written notice to the 
holder, and a hearing being had thereon. 

7. To report annually to the Secretary of State, on or before the 
ist day of December, all such certificates issued or renewed, together 
with a detailed statement of receipts and disbursements; provided, that 
any balance remaining in excess of the expenses incurred, may be retained 
by the board and used in defraying the future expenses thereof. 

8. The board may in its discretion, under regulations provided by its 
rules, waive the examination of applicants possessing the qualifications 
mentioned in section 3, who shall have been for more than one year prior 
to the passage of this Act practising in this state as a public accountant 
on their own account, who shall in writing apply for such certificates 
within six months. 

Sec. 3. Any citizen of the United States, or any person who has 
duly declared his intention of becoming such citizen, residing and doing 
business in this state, being over the age of twenty-one years and of good 
moral character, may apply to the State Board of Accountancy for ex- 
amination under its rules, and for the issuance to him of a certificate of 
qualification to practise as a certified public accountant, and upon the 
issuance and receipt of such certificate, and during the period of its ex- 
istence, or of any renewal thereof, he shall be styled and known as a 
certified public accountant or expert of accounts, and no other person 
shall be permitted to assume and use such title or to use any words, 
letters or figures to indicate that the person using the same is a certified 
public accountant. 

Sec. 4. When required by law, or otherwise, that examination be 
made of the books, records or accounts of any officer, department or pub- 
lic institution of the state of Nevada, or of any city or county therein, 
such examination shall be made by a certified public accountant duly 
qualified as such, under the provisions of this act. 

Sec. 5. Any violation of the provisions of this act shall be deemed as 
a misdemeanor. 
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AN ACT to regulate the practice of professional public accounting and 
establish the Maine Board of Accountancy. 

Section 1, That there be and hereby is created and established a board 
which shall be known as the Maine Board of Accountancy, vested with 
power to have and use a common seal and to make such rules, by-laws 
and regulations, not inconsistent with law, as they shall deem necessary to 
improve and promote the science and art of accounting, and to carry out 
the purposes and enforce the provisions of this act. Said board shall 
promote the standard of general education; the standard of special edu- 
cation in the science and art of accounting; the standard of moral char- 
acter and general public experience as prescribed in this act in all examina- 
tions conducted hereunder. 

Sec. 2. Within thirty days after this act takes effect the governor, with 
the advice and consent of the council, shall appoint three persons, who are 
citizens and residents of the State of Maine, to constitute and serve as 
the Maine Board of Accountancy. Two of such persons shall be skilled 
in the art of accounting who have previously been actively engaged in 
the profession of a public accountant, and the other shall be a practising 
attorney in good standing in the courts of the State of Maine. 

Sec. 3. The first three members appointed to the board shall serve 
for one, two and three years terms respectively, each to be designated by 
the governor, and thereafter all members shall be appointed for a term 
of three years or to fill out an unexpired term of a previous member, and 
excepting the attorney member, shall be holders of certificates issued 
under the provisions of this act. They shall take and subscribe to the 
oath required by law to qualify them to discharge their duties. 

Sec. 4. A majority of the board shall constitute a quorum for the 
transaction of its business. They shall elect a chairman and secretary 
who shall hold their offices for the term of one year or until their suc- 
cessors are elected. The secretary shall give bond to the treasurer of the 
State of Maine in such sum as the board may determine for the faithful 
accounting of all moneys or property coming into his possession, and he 
shall keep proper records of the doings of the board, and of his receipts 
and expenditures, and all certificates issued and applications received by 
the board. He shall pay over to the treasurer of State quarterly on the 
last secular days of March, June, September and December, all fees 
collected by him during the preceding three months, and make such report 
thereof as the State auditor may require. 

Sec. 5. The moneys paid into the State treasury under the provisions 
of this act shall be applied to the payment of the compensation and ex- 
penses of the members and of the expenses of the board, and so much 
thereof as may be necessary is hereby appropriated for that purpose. All 
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bills for services and expenses of the board shall be submitted to the 
State auditor and upon approval be certified as required by law, and be 
paid from the moneys held in the State treasury as aforesaid; provided, 
however, that at no time shall any bills for services and expenses be paid 
out of the State treasury in excess of the amount paid into the same under 
the provisions of this act. 

Sec. 6. The members of the board shall receive as compensation for 
their services five dollars per day for the time actually spent and such 
expenses as are incidental and necessary to carry out the provisions of 
this act. 

Sec. 7. Any person who shall have received from the Maine Board 
of Accountancy a certificate of his qualifications to practise as a public 
accountant, as hereinafter provided, shall be styled and known as a certified 
public accountant, and no other persons shall assume such title or use 
the abbreviation C. P. A. or any other words, letters or figures to indicate 
that the person using the same is such certified public accountant. 

Sec. 8. At such times as the board may fix upon, it shall hold meetings 
for the examination of applicants for certificates and shall give notice 
thereof by publication in a daily newspaper in each of the cities of Port- 
land, Lewiston, Bangor and Augusta, stating the time and place of such 
meetings, not less than twenty days prior to the date thereof. At such 
meetings the board shall conduct examinations of applicants who have been 
residents of the State of Maine at least one year prior thereto, and of 
certified public accountants of any other state or foreign government 
which extends similar privileges to certified public accountants of this 
state, and who have paid the required fee, and to those who have shown 
the required proficiency in the theory of accounts, practical accounting, 
auditing, business systems and commercial law, and such other subjects 
as it deems necessary, and whom they believe to be of such character and 
fitness as to qualify them to act as public accountants, they shall issue a 
certificate over the signatures of the board and under its seal that the 
applicant is entitled to practise as a certified public accountant in accord- 
ance with the provisions of this act. 

Sec. 9. The board may, in its discretion, waive the examination and the 
payment of fees and may issue a certificate for certified public accountant 
to any person possessing the qualifications mentioned in the preceding 
section who is the holder of a certified public accountant’s certificate 
issued under the laws of another state or foreign government which ex- 
tends similar privileges to certified public accountants of this state, pro- 
vided the requirements in the state or foreign government which has 
granted it to the applicant are, in the opinion of the Maine Board of Ac- 
countancy equivalent to those herein provided. 

Sec. 10. Each applicant for examination shall pay to the secretary 
of the board a fee of twenty-five dollars at the time of filing his applica- 
tion and no other fees or costs shall be required to be paid by him. 
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If the applicant fails to pass the examination the fee shall not be returned 
to him, but he shall be entitled to take another examination after one year 
at any advertised meeting at which there are to be other applicants for 
examination. The fee shall be required to be paid by every person to 
whom a certificate for a certified public accountant is issued by the Maine 
Board of Accountancy, except that where reciprocal certificates are issued 
the fees required shall be not less than, nor more than the fees charged 
to certified public accountants of this state for similar privileges. 

Sec. 11. The Maine Board of Accountancy may revoke any certificate 
issued under the provisions of this act upon proof of bad moral character, 
dishonesty, conviction of crime, incompetency or unprofessional conduct ; 
provided, however, a written notice shall have been mailed to the holder 
of such certificate at least twenty days before any hearing thereon stating 
the cause for such contemplated action and appointing a time and place 
for a hearing thereon by the Maine Board of Accountancy. Upon the 
revocation of any certificate it shall be surrendered to the board by the 
holder. 

Sec. 12. Upon the granting of any certificate for a certified public 
accountant by the board its secretary shall immediately file in the office 
of the secretary of state a certificate showing the name, residence and 
post office address, of the person to whom it is issued together with 
the date of the certificate and such other information as the board may 
deem advisable, such certificate to be open to all persons at all reasonable 
times for all proper purposes. 

Sec. 13. Any person who shall advertise or issue any sign, card or 
other indication designating himself as a certified public accountant, or 
who shall assume the title of a certified public accountant, or use the 
abbreviation C. P. A., or any other words, letters or figures to represent 
that he is a certified public accountant, or shall practise as such without 
having received a certificate in accordance with the provisions of this 
act, or who shall issue any such sign, card or other indication or assume 
such title or abbreviation after any certificate authorizing such use by 
him has been revoked or continue to practise as a certified public account- 
ant shall upon conviction be punished by a fine not exceeding five hundred 
dollars. 

Sec. 14. The board shall annually make a report to the governor and 
council showing its receipts and disbursements in detail, the names of 
persons to whom certificates have been issued, and the names of persons 
whose certificates have been revoked with the reasons therefor, during 
the fiscal year ending June 30th—(Approved March 31, 1013.) 
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Interest and Rent 


Editor, The Journal of Accountancy: 

Sir: I have been studying the problem on pages 287, 288, and 289 of 
April, 1913, issue of Tue Journat. This is a very interesting problem, but 
there are a few points in the solution which are not quite clear to me. 
The fourth column, (interest) on page 280, totals up to $4,750, but it 
seems to me that it should total to $5,000. There is a difference here of 
$250. The last column, (yearly rent) totals up to $449,750, which amount 
is also $250 short of the $450,000, stated in the lease. 

I assume that it is the purpose to show, at the end of the ten years, 
that the full amount stated in the lease ($450,000) has been paid. But the 
plan given shows, or at least makes it appear that there is yet $250 due 
to the lessor. 

It seems to me that the interest should be figured on the full $25,000, 
before the $1,250 is deducted, and the interest similarly figured at the end 
of each period. This, it seems to me, would be correct, because at the 
end of the first six months, the company has been deprived of the use of 
$25,000 not $23,750. At the end of the six months, the company applies 
$1,250 of the $25,000 on its rent, but not until the end of the period. Con- 
sequently, it is entitled to interest on the full amount for the period. If 
this is done, the fourth column in the book will total to $5.250, and the 
rent column $450,250. Both of these columns would then be $250 in excess 
of the amounts which it is desired to show. This difference can then be 
spread over the twenty periods, by charging income $12.50, and crediting 
rent account the same amount, at the end of each period. Since the 
interest accumulation ($5,250) is $250 in excess of the $5,000, which was 
assumed in the lease to be the amount of interest, and since rent has been 
charged and income credited, would it not be correct enough, for all 
practical purposes, to reverse the process, and take one-twentieth of this 
amount, or $12.50, away from income each period? 

The lease does not state if the monthly payments are to be made in 
advance or not. But since the $25,000 payment was made in advance, I 
assume that all subsequent payments are not due until the month has 
expired. While the difference involved is small, I would, nevertheless, 
like to have your opinion as to the merits of the above suggestion. 

I enclose an outline of the altered figures. 

Yours very truly, 
Geo. T. Warts. 

Billings, Montana. 
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Corrected 
Half Year Int. @ 4% Yearly Rent Corrected Int. Yearly Rent 
1 $500.00 $22,750.00 $487.50 $22,737.50 
2 475.00 22,725.00 462.50 22,712.50 
3 450.00 22,700.00 437.50 22,687.50 
4 425.00 22,675.00 412.50 22,662.50 
5 400.00 22,650.00 387.50 22,637.50 
6 375.00 22,625.00 362.50 22,612.50 
7 350.00 22,600.00 337.50 22,587.50 
8 325.00 22,575.00 312.50 22,562.50 
300.00 22,550.00 287.50 22,537.50 
10 275.00 22,525.00 262.50 22,512.50 
Il 250.00 22,500.00 237.50 22,487.50 
12 225.00 22,475.00 212.50 22,462.50 
13 200.00 22,450.00 187.50 22,437.50 
14 175.00 22,425.00 162.50 22,412.50 
15 150.00 22,400.00 137.50 22,387.50 
16 125.00 22,375.00 112.50 22,362.50 
17 100.00 22,350.00 87.50 22,337.50 
18 75.00 22,325.00 62.50 22,312.50 
19 50.00 22,300.00 37.50 22,387.50 
20 25.00 22,275.00 12.50 22,362.50 
$5,250.00 $450,250.00 $5,000.00 $450,000.00 


Excess $250.00 Excess $250.00. 


Editor, The Journal of Accountancy: 

Sir: The letter from Mr. Warts referring to my solution of question 
16 of the last Pennsylvania C. P. A. examination is interesting. His ex- 
ceptions to my statement of the problem are well taken, and in an actual 
case I would have little or no objections to the adoption of his plan of 
distribution. This comment however will be of no benefit to JourNaAL 
readers without reference to the problem and solution. 

I showed two ways of handling the entries. In my second solution the 
consideration of compound interest was omitted, also the $5,000 reduced 
from the total cost of the lease. Of the prepaid rent of $25,000, I assumed 
that the first six months’ portion should be charged monthly to this period. 
This portion of the $25,000 is $1,250 (1/20 of $25,000) and can hardly he 
looked upon as a prepayment and therefore not entitled to interest as an 
investment. The amount deferred for application to later periods is looked 
upon as an investment and therefore an amount on which interest should 
be taken. Interest at 4% on $23,750 for six months is $475, the amount to 
be charged up against the first period. This period now includes cash 
$21,000, 1/20 of $25,000 or $1,250, and $475 interest on the prepayment of 
$23,750. 

This is not an ideal solution, but one that would suit the case very 
nicely without serious discrepancies. The one suggested by Mr. Warts 
would undoubtedly serve the purpose equally well. 

Faithfully yours, 
R. J. Bennett. 

Philadelphia, Pa. 
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That the Stockholder May Comprehend 


Editor, The Journal of Accountancy: 

Sir: I wish to express my thanks to Tur Journat for the review of 
my Principles of Double-Entry Bookkeeping which appeared in the 
August number. The article is in the main unfavorable, but it is written 
in a not unfriendly spirit and is evidently an honest expression of opinion. 
I believe that a more careful study of the book would convince the re- 
viewer that it does really present a new and complete explanation of 
double-entry bookkeeping, but I do not care to enter into any argument 
on that question now, being content to leave it to the judgment of the 
future. 

But while not wishing to raise any discussion on matters of theory, 
I do wish to ask the aid of Tue Journat in trying to bring about a 
change in accounting practice which would redound to the very great 
advantage of the whole profession. 

The only point of contact between the accountant and the public is 
in the reports which he makes; and unfortunately he always makes his 
reports in a form which the people in general instinctively recognize as 
irrational. The form of statement showing assets and liabilities equal 
makes the language of accounting a jumble of self-contradiction. It makes 
a reserve liability, which is a contradiction in terms; it makes a deficit 
an asset, which is a contradiction in terms; it makes surplus a liability, 
which is a centradiction in terms. 

Now it is the easiest thing in the world to make the statement in proper 
form, showing assets, liabilities and net capital separately, if the book- 
keeper will simply bear in mind the fact that the books of a corporation 
should be kept from the standpoint of the stockholders, and that he should 
use the words “asset” and “liability” in the same way that he uses the 
words “loss” and “gain.” No corporation bookkeeper ever thinks of count- 
ing an item as loss unless it represents loss from the standpoint of the 
stockholders, nor of counting an item as gain unless it represents gain 
from the standpoint of the stockholders. In like manner, he should never 
count an item as asset unless it represents asset from the standpoint of 
the stockholders, nor as liability unless it represents liability from the 
standpoint of the stockholders. 

Therefore, instead of making his statement by the indiscriminate entry 
of all debit balances on the one side and all credit balances on the other, 
the bookkeeper should enter on the left-hand side all items which represent 
asset from the standpoint of the stockholders, and the total, and on the 
right-hand side all items which represent liability from the standpoint 
of the stockholders, and the total, and also the balance, which represents 
the net capital. He should carry the balance down on the left-hand side 
and then enter on the right-hand side all the remaining items, those which 
compose the net capital, giving the totals to show that the two sides are 
equal. 

That is all there is to it, and it is so simple that any person of ordinary 
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intelligence can do it. Yet simple as it is, if that change is ever brought 
about it will do more to raise the art of accounting to its proper place in 
the estimation of the public than anything that has been done since double- 
entry bookkeeping was invented. 

Knowing that THe JourNnat is deeply interested in everything which 
tends to the advancement of the accounting profession, I confidently appeal 
to it to exert its influence toward effecting a change which will free that 
profession from the reproach of using irrational language. 

Yours very truly, 
C. M. Van CLevE, 

Brooklyn, N. Y., Aug., 19, 1913. 


Oregon Society of Public Accountants 


At the annual meeting of the Oregon State Society of Public «ac- 
countants the following officers were elected for the ensuing year: 

President, E. H. Collis; vice-president, Alex C. Rae; secretary and 
treasurer, H. A. Moser; directors, Arthur Berridge, W. R. Mackenzie, 
John Y. Richardson and William Whitfield. 


Announcements 


William F. Morris, C.P.A., B. DeF. Baird and Charles U. Martin an- 
nounce the formation of a partnership for the practice of accountancy 
under the firm name of Morris, Baird and Martin, with offices in the 
Commonwealth Building, Philadelphia, Pa. 


Pace & Pace announce that Frederick M. Schaeberle has been admitted 
to the partnership as of September Ist, 1913. 


P. A. Eckes, C.P.A., Richard Fitz-Gerald, C.P.A. and W. N. Dean, 
C.P.A., formerly of the firm of Perley Morse & Co. New York City, 
have opened an office under the name of Eckes, Fitz-Gerald & Dean 
at No. 141 Broadway, New York City, and a branch office in the Wilson 
Building, Dallas, Texas. 


J. Lee Nicholson, C.P.A., has been appointed instructor in cost account- 
ing at Columbia University in the City of New York. 


William B. Johnson, C.P.A., has removed his office from 277 Broad- 
way to 43 Cedar Street, New York. 
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